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I.

JURISDICTION OF THE COURT

This is an appeal from an order of the District Court for the
Third Judicial District
granted

summary

("District Court").

judgment

The District Court

in favor of Appellee and against the

Appellant, based upon cross-motions for summary judgment filed by
the Appellant and by the Appellee.

In so doing, the District Court

upheld the validity of a royalty assessment on State of Utah oil
and gas leases on ad valorem tax reimbursements received by Enron
Oil & Gas Company.

Jurisdiction is vested in this Court pursuant

to Utah Code Ann. §78-2-2(3)(f) (1987 & Supp. 1991).

II.

STATEMENT OF THE ISSUES
A.

(a)

Did

the

Issues on Appeal

District

Court

err

in

finding

that

reference to "gross value" in Utah Code Ann. §65-118 (1953) (repealed 1988) includes ad valorem tax
reimbursements which Enron receives for the sale of
its own production and in finding that such tax
reimbursements are therefore subject to royalty?
(b)

Did

the

District

Court

err

in

finding

that

reference to "market value" in the royalty clauses
contained in the oil and gas leases subject to this
dispute

included

ad

valorem

tax

reimbursements

which Enron receives for its own production and in
finding that such tax reimbursements were therefore
subject to royalty?

(c)

Did the District Court err in finding that its
ruling as described in paragraphs (a) and (b) above
was not inconsistent with federal or state law?
B.

Standard of Review

The standard of review which is applicable in this case is one
of correction of errors.

Because the resolution of these issues

involves only questions of law and no need exists for agency
expertise, this Court owes no deference to the positions assumed by
the Appellee, the Utah Department of Natural Resources and Division
of State Lands and Forestry.1

Adkins v. Division of State Lands

also involved an action for declaratory judgment in which this
Court was called upon to review cancellation of oil and gas leases
issued by the Division of State Lands, 719 P.2d 524 (Utah 1986).
As the standard

of review to be applied

in cases

involving

interpretation of the leasing statute by the Division of State
Lands, this Court held as follows:
However, on questions of statutory construction involving
pure questions of law, we owe no deference to the
administrative determination.... Construing §65-1-9(2)
requires no technical expertise and is a pure question of
law. Therefore, we are free to substitute our judgment
for that of the Board of State Lands.

1

As Enron's Request for Redetermination was filed in May
of 1987, prior to the effective date of the Utah Administrative
Procedures Act, (the "UAPA") , the UAPA does not apply to this case.
The UAPA applies only to cases or proceedings commenced on or after
January 1, 1988. Specifically, Utah Code Annotated, §63-46b-22(2)
(1989) provides that statutes and rules governing agency action,
agency review, and judicial review in effect on December 31, 1987,
govern all agency adjudicative proceedings commenced before an
agency on or before December 31, 1987, even if those proceedings
are still pending before an agency or court on January 1, 1988.
2

Id. at 526.
The issues raised must be determined based upon whether or not
the position set forth by the Appellees, Utah Department of Natural
Resources, Division of State Lands, which is to assess royalty on
ad valorem tax reimbursements received by Enron, is correct as a
matter of law, no deference being given to the agency's judgment.

III.
a.

Utah

Code

DETERMINATIVE STATUTES
Ann.

§65-1-18(2)(a)(1953)

repealed

and

reenacted in part at §65A-6-4, (1988).
b.

The Natural Gas Policy Act of 1978, 15 U.S.C. §§3301-

3432, specifically, 15 U.S.C. §3320; and
c.

Utah Property Tax Act, Utah Code Ann. §§59-2-101 to -1372

(1987 & Supp. 1991).

IV.
A.

After

an

STATEMENT OF THE CASE

Case and Proceedings Below

extended

review

and

audit

of

the

records of

Appellant, Enron Oil & Gas Company ("Enron"),2 the Utah State Tax
Commission determined that Enron had improperly paid royalty to the

2

Enron Oil & Gas Company is successor in interest to Belco
Petroleum Corporation, the party against whom the original audit
was made.
Belco Petroleum Corporation is also the original
signatory party to the Natural Gas Purchase Agreements which are
relevant to this dispute as hereinafter described. Belco Petroleum
Corporation and Enron Oil & Gas Company will be collectively
referred to herein as "Enron."
3

Department of Natural Resources Division of State Lands3

(the

"Division"). This determination pertained to State of Utah oil and
gas leases committed to the Chapita Wells and Natural Buttes Units
in Uintah County, Utah.

Specifically, the State auditors found

that Enron had not paid royalty on ad valorem tax reimbursements
received by Enron from its natural gas purchasers. By letter dated
February 11, 1987, the Utah State Tax Commission advised the
Division that Enron should be assessed additional royalties based
upon receipt of ad valorem tax reimbursements by Enron. Record at
73-94.
On February 23, 1987, the Division advised Enron that as a
result of the State audit, a deficiency of $91,000.19 in royalty
payments was due the Division, premised upon oil and gas royalty
assessed against ad valorem tax reimbursements received by Enron
from its natural gas purchasers. See Addendum A; Record at 73-111.
Enron paid this assessment under protest.
On

May

29,

1987,

Enron

Record at 73-116.

submitted

its

Redetermination of the February 23, 1987 assessment.

Request

for

This request

was denied by correspondence dated July 14, 1987 from Patrick D.
Spurgin, as Director of the Division of State Lands and Forestry.
Record at 73-126. Enron was advised of its right of appeal to the
Director of the Department of Natural Resources, however, because
Mr. Spurgin was also the Director of the Department of Natural

3

At all times material hereto, the State Land Board and the
Division of State Lands (now the Board and the Division of State
Lands and Forestry) was a division of the Department of Natural
Resources.
4

Resources, Enron determined that no useful purpose would be served
by

an

appeal

to

the

Department

of

Natural

Resources.

By

correspondence dated August 17, 1987, the Attorney General and
Enron agreed that Enron had exhausted its administrative remedies.
Record at 73-129.
On February 22, 1988, Enron filed its Petition for Review of
Agency Action and Complaint for Declaratory Judgment and Further
Relief with the District Court.

Enron's Complaint contained a

claim for judicial review, a claim for declaratory relief, and a
claim for mandamus.

Record at 2. By order dated May 17, 1990, and

pursuant to stipulation of the parties, the Court dismissed Enron's
claims for judicial review and claim for mandamus.
The

case

was

declaratory

before

judgment

the

Court

based

on

Record at 118.

Enron's

claim

for

seeking an order that the assessment of

additional royalty of February 23, 1987 was incorrect, and that no
royalty

was

due

the

Division

based

upon

ad

valorem

tax

reimbursements received by Enron.
Enron filed its motion for summary judgment based upon its
claim for declaratory judgment. The Division filed a cross- motion
for summary judgment.

By its order for Summary Judgment dated

January 17, 1990 (sic), the District Court found that no material
issues of fact existed, and granted the Division's motion for
summary judgment and denied Enron's motion for summary judgment.
See Addendum B; Record at 174.

In so doing, the District Court

ruled that the Division was entitled to collect royalty on ad
valorem tax reimbursements which the Court found were included
5

within the terms "gross value" and "market value."

The Court

further found that the Division's position was not in conflict with
or contrary to other state or federal law.

The Court made no

specific finding as to royalty payments on oil and gas leases
issued by the United States.
Enron

timely

filed

its Notice

of

Appeal

and

Docketing

Statement to this Court.

B.

Facts

Enron owns sixty-four (64) oil and gas leases which were
committed to the terms and provisions of the Chapita Wells and the
Natural Buttes federal units in Uintah County, Utah.

Fifty-two

(52) of these leases were issued by the State of Utah, State Land
Board, on three different lease forms.4
4

Except for provisions

Twelve (12) of the leases which were subject to this audit
were originally issued by the United States of America at a time
when the United States owned the pertinent mineral estate. Later,
title to the mineral estate was conveyed to the State of Utah
pursuant to Clear List selections, and jurisdiction of these leases
was transferred to the Department pursuant to Act of September 14,
1960, 74 Stat. 1024. These leases were issued on forms prepared by
the United States Department of the Interior, Bureau of Land
Management and contain royalty provisions different from those
found in the other leases which are subject to this appeal. In
oral argument in this case, it was stipulated that unless the Court
specifically addressed the issue of payment of royalty on the
United States oil and gas leases, either in the context of royalty
due on the twelve (12) leases issued by the United States, or in
the context of the applicability of the minimum royalty price
provision related to royalty on the United States oil and gas
leases which is discussed further herein, then royalty on the
twelve (12) leases issued by the United States of America would not
be covered by the Court's order. (Stipulation of counsel, page 5
of hearing transcript.)
Because the Court's order did not
specifically address the issue of payment of royalty in the United
6

allowing higher percentage of royalty under former Chapter 1, Title
65, U.C.A. 1953, as amended, found in some of these leases, each of
the leases subject to this appeal contains the same royalty
clause.5

Each lease also provides that the lessor will have the

right to take its royalty share of gas in kind.

See Addendum C

During the time period at issue here, Enron sold its natural
gas production from the Chapita Wells Unit Area to Mountain Fuel
Supply Company under an agreement dated January 22, 1982 ("Mountain
Fuel Agreement").

Record at 73-1.

The Mountain Fuel Agreement

generally provides that the price to be paid for gas delivered,
with certain adjustments and modifications, is the highest price
permitted

by the Federal Energy Regulatory

Commission.

The

Mountain Fuel Agreement also provides that the gas purchaser,
States oil and gas leases, the Court's order and this appeal
pertain only to those leases originally issued by the Department.
5

The royalty clause at issue provides:
Gas - Lessee also agrees to pay Lessor twelve and onehalf percent (12%%) of the reasonable market value at the
well of all gas produced and saved or sold from the
leased premises. Where gas is sold under a contract, and
such contract has been approved in whole or conditionally
by the Lessor, the reasonable market value of such gas
for the purpose of determining royalties payable
hereunder shall be the price at which production is sold,
provided that in no event shall the price for gas be less
than that received by the United States of America for
its royalties from gas of like grade and quality from the
same field.

Utah Code Ann., Title 65, 1953, as amended, was repealed by
Laws, 1988, ch. 121, §19. Title 65A now governs the Board and
Division of State Lands and Forestry. Former Utah Code Ann. §65-118 was the section in effect at the time of issuance of the leases
in question.
It generally provided for a twelve and one-half
percent (12%%) royalty. The percentage of royalty due the Division
is not an issue in this case.
7

Mountain Fuel, will reimburse Enron for ad valorem and severance
taxes on the gas produced
Agreement.

and sold under the Mountain Fuel

Record at 73-13; see Addendum D.

As to wells committed to the Natural Buttes Unit Area, Enron
sold its gas pursuant to a gas purchase agreement with Colorado
Interstate Gas Company dated June 20, 1974 ("CIG Agreement"), which
provided that the price to be paid for natural gas delivered would
be the highest price allowed by the Federal Energy Regulatory
Commission.
1978.

Record at 73-44.

Record at 73-91.

See Amendment dated November 27,

CIG was also required to reimburse Enron

for ad valorem and severance tax increases after the date of the
CIG Agreement, June 20, 1974.

See Addendum E.

Enron paid all ad valorem and severance taxes associated with
its natural gas production from the Chapita Wells and Natural
Buttes Units.

However, the Division's royalty interest in that

production is not subject to taxation.

Utah Const, art. XIII, §2;

Utah Code Ann. §59-2-1101 (1988 & Supp. 1991).

Enron received the

price specified under the terms of the Mountain Fuel Agreement and
under the terms of the CIG Agreement for the delivery of its
natural gas.

Enron also received reimbursement of its ad valorem

taxes from Mountain Fuel and CIG in accordance with the terms of
their respective agreements.

Enron paid royalty to the Division

based upon the price received for its gas, but did not pay royalty

8

on the tax reimbursements it received from Mountain Fuel and CIG.
Record at 73-95.6

V.

SUMMARY OF THE ARGUMENT

The issues raised in this appeal concern whether or not
royalty is due the Division on ad valorem tax reimbursements
received by Enron in connection with the sale of its natural gas.
As discussed above, Enron sells its gas and pays the applicable ad
valorem and severance taxes on the production.

Enron's taxes are

then reimbursed in part pursuant to the terms of the CIG Agreement
and Mountain Fuel Agreement.

No tax is assessed against the

Division's royalty share of production.
It is Enron's position that royalty is not due the Division on
ad valorem tax reimbursements received by Enron.

Utah Code Ann.

§65-1-18 (1953)(repealed 1988), the relevant statutory provision in
force at the time the leases were granted, required that royalty be
paid upon the gross value of the product, and limited royalty to
twelve and one-half percent (12%%) of that gross value. Because no
taxes are assessed against the Division, no portion of the tax
reimbursements received are applicable to it.

Tax reimbursements

are therefore, by definition, not part of the "gross value" of the

6

The dispute between Enron and the Department in this case is
illustrated by the example set forth in Enron's Memorandum of
Points and Authorities in Support of Motion for Summary Judgment.
Record at 54. A summary of this example is set forth in Addendum
F.
9

product as contemplated by Utah Code Ann. §65-1-18.

Further, in

establishing value, gas of similar legal characteristics must be
considered for comparison. Because the Division's royalty share of
production is tax free, it cannot be valued by reference to Enron's
interest which is subject to tax and therefore possesses different
legal characteristics.
The provisions of Utah Code Ann. §65-1-18 were implemented in
the lease terms of the respective oil and gas leases subject to
this appeal.

The royalty clauses found in these leases provide

that royalty is based upon market value which in turn is determined
by the price received for production pursuant to approved gas
purchase agreements. Here, the gas purchase agreements specify the
price

paid

for

reimbursements.

production,

and

it

does

not

include

tax

The terms of these agreements are controlling in

determining royalty value, and these terms clearly provide that ad
valorem tax reimbursements are not applicable to the Division's
royalty or relevant in determining its value.

Finally, the lease

provisions which provide that the price received under an approved
contract cannot represent a price less than that received by the
United States for similar production does not require that royalty
be assessed against ad valorem tax reimbursements.

This clause

pertains only to the price actually received for the sale of
production, which in this case is the same as the price received
for production from federal leases.

In any event, the issue as to

whether or not royalty is due on ad valorem tax reimbursements on
United States oil and gas leases is one that is subject to
10

continuing litigation and is presently pending before another
Court.
Enron also argues that the Natural Gas Policy Act of 1978
("NGPA") (codified as amended 15 U.S.C. §§3301-3432 (1978)) and the
determinations

of

the

Federal

Energy

Regulatory

Commission

("FERC"), the federal agency responsible for administering the
NGPA, establish the maximum lawful price for which the natural gas
subject to this dispute can be sold.

If market value under the

lease terms and gross value under Utah Code. Ann. §65-1-18 mean
what a willing buyer will pay and what a willing seller will accept
for the delivery of natural gas, royalty value for natural gas
cannot exceed the maximum lawful price specified by law.
including

tax

production

reimbursements

which

bears

no

as

tax,

a portion
the

of

Division's

the

By

value of

position,

as

validated by the District Court's ruling, establishes a value
higher than the maximum lawful price allowed under the NGPA, a
price higher than that for which the gas could ever be sold.
Concomitantly, by allocating a portion of the tax reimbursement to
a

tax

free

interest,

the

Division's

position

is

in direct

contradiction with the NGPA as interpreted by the FERC.
Based upon the foregoing, the Division has established an
artificially
reality,

inflated royalty value bearing no resemblance to

and the ruling of the District Court adopting that

position must be reversed.

11

VI•
A.

ARGUMENT

Utah Code Ann. S65-1-18 Provided That Ad
Valorem Tax Reimbursements Are Not Part of
the Value of Natural Gas for Royalty Purposes.

Utah Code Ann. §65-1-18 governed issuance of the oil and gas
leases at issue here.

It stated in relevant part as follows:

All mineral leases issued by the Board shall contain such
terms and provisions as the Board deems to be in the best
interest of the State and shall provide for such annual
rental and for such royalties as the Land Board shall
deem fair and in the best interest of the State of Utah,
but the annual rental shall not be less than 500 per acre
per annum nor more than $1 per acre per annum and the
royalty shall not exceed 12%% of the gross value of the
product at the point of shipment from the leased
premises.
Utah Code Ann. §65-1-18 (1953), (repealed, 1988).
Thus, royalty is limited to twelve and one-half percent (12%%)
of the value of the product at the point of shipment.

Because the

Division's royalty share of production is tax free, ad valorem tax
reimbursements are not part of its value.
Utah Code Ann. §65-1-18 is not ambiguous and its plain meaning
must be applied in this case. Grant v. Utah State Land Board, 485
P.2d 1035, 1037 (Utah 1971). Words in common usage are presumed to
be used in their ordinary and usual sense, with the meaning
commonly

attributable

to

them;

consequently,

forced,

subtle,

strained or unusual interpretations are to be avoided when the
language of the statute is plain.

Id. at 1036.

Utah Code Ann.

§65-1-18 states that royalty shall not exceed a percentage of the
gross value of the product.

The gross value of the Division's
12

share of production does not include tax reimbursements, and there
is no provision reflecting that it should.

Further, any ambiguity

must be resolved against the State as draftor of the lease.7

By

assigning a value that includes tax reimbursements which are not
assessed against the royalty share of production, the Division's
position, as ratified by the District Court's ruling, is in clear
contradiction of the statutory terms.
District

Court

are

divining

statutory

written,

in clear contradiction

of

The Division and the
language

not

long-established

actually
rules of

statutory construction. Enron's position consistently applies the
statutory terms, and should be adopted by this Court.
1.

The Royalty Share of Production Reserved by the
Division in its Oil and Gas Leases is Separate and
Distinct from the Interest of the Lessee.

In issuing an oil and gas lease, the Division as any mineral
owner, grants an interest in the oil and gas estate, and reserves
from that grant, as a royalty, a cost free share of production. It
is established law in Utah that a royalty interest is a separate
and distinct interest in real property, which entitles the lessor
to a share of the production produced and saved.

This is in

contrast to a mere contract right to receive a specified sum of
money.

Flying Diamond Oil Corp. v. Newton Sheep Co., 776 P.2d 618

(Utah 1989).

Flying Diamond involved a circumstance where the

surface and mineral estate had been severed.

In that case, this

Court determined the nature of payments provided for under a
7

See State v. Pennzoil. 752 P.2d 975 (Wyo. 1988).
13

surface access agreement where the mineral owner granted to the
surface owner a payment of two and one-half percent
production•

(2%%) of

In determining that this payment arrangement was

dependant upon and reciprocal with other covenants running with the
surface estate and therefore was not freely assignable, this Court
described the nature of a royalty interest:
A royalty interest is a share of production, *if as and
when there is production, free of expenses of
production,' ... An oil and gas royalty is an interest
in land.
Id. at 629 (citing 8 H. Williams & C. Meyers, Oil & Gas Law 862-63
(1987)), and cases referenced therein.
Thus

it is clear that the Division's royalty

interest,

consisting of a percentage share of the oil and gas produced, is a
distinct and independent interest in land.

This conclusion is

further illustrated in two important respects. First, each of the
leases subject to this dispute contains a provision allowing the
lessor, the Division, to take its share of gas production in kind.
The language of the lease is significant:
Lessor may at its option, take its royalty gas in kind at
the well store, provided expressly that lessee shall be
under no obligation to furnish any storage facilities for
royalty gas.
(Emphasis added).

Addendum C.

By reference to the lessor's "royalty gas," the lease form
establishes beyond doubt that the lessor, the Division, may retain
a share of natural gas produced and saved separate and apart from
that of the lessee, Enron. The lease form thus confirms the basic
lessor/lessee relationship recognized under the common law of the
14

majority of oil and gas producing states, including Utah.
Secondly, the lessor's royalty interest is treated separately
for purposes of ad valorem taxation. The Utah Property Tax Act, as
it existed during the years at issue, exempts "the property of the
state, school districts and public libraries....11
§59-2-1101 (1953), Utah Const, art. XIII, §2.

Utah Code Ann.

In so doing, the

Utah Property Tax Act necessarily recognizes the royalty interest
of the State as separate and distinct from the interest of the
lessee under

its oil

and

gas

leases.

On

the

other

hand,

nongovernmental lessors are not exempt and are responsible for
their proportionate share of ad valorem taxes. The Wyoming Supreme
Court has addressed this issue and, in interpreting a statute
similar in scope to the Utah Property Tax Act, found as follows:
If a mining lease provides that the lessor shall have as
royalty a certain share (which might in some cases be a
very large share) of the minerals taken from the land, it
might well be considered, for the purpose, at least, of
taxation, that the lessor was the owner of the oil which
he received as royalty, and assumed that, in the absence
of an agreement in regard to the payment of a property
tax based on production, each party to the lease intended
that he should be liable for the tax on his share of the
production.
Miller v. Buck Creek Oil Co. . 296 P. 43 (Wyo. 1928) ; see also,
Ashland Oil Co. v. Jaeger. 650 P.2d 265 (Wyo. 1982).
Thus it is clear that the lessor's interest in oil and gas
production is a separate and distinct portion of oil and gas
produced and saved.

This principle is established by common law,

by the provisions of the lease form and by the statutes governing
taxation of these interests.

15

The Division's royalty gas is sold for the maximum lawful
price allowed, and the Division is paid accordingly.

No tax is

paid on the Division's gas, and no tax reimbursement is received
for it.

Clearly, ad valorem tax reimbursements received by Enron

were not part of the gross value of the Division's gas and in fact
bear no relevance to it.
This point is further illustrated by the fact that had the
Division elected to take its gas in kind, it could have done so at
the wellhead, and disposed of its gas in any way it wished.

But

the Division could not have received the tax reimbursement because
no tax is assessed against its gas. Yet the Division here asserts
that it should somehow be entitled to receive a portion of the tax
reimbursement simply by declining to take its gas in kind.
is but one market value for the Division's gas.
whether or not the gas is taken in kind.

There

It is the same

It is, after all, the

same gas being produced from the same wells, and no good faith
buyer would pay more for it because it was delivered by Enron
rather than the Division.
These issues were not discussed by the District Court in its
decision. The lower court found only that market value for royalty
purposes included tax reimbursements.

This finding is totally

unsupported upon this record, contrary to established principles of
oil and gas law and must be reversed.
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B.

The Terms of the Applicable Oil and Gas Leases
Require that Royalty be Paid Upon the Price
Received for the Division's Share of Production
Under Enron's Natural Gas Purchase Agreements.

The provisions of Utah Code Ann, §65-1-18 were implemented by
the specific language of each of the oil and gas leases subject to
this dispute.

As described in Note 4, at page 6 above, royalty

provisions for each lease provide that royalty is a percentage of
the reasonable market value of the production.

The gas royalty

clause further states that if the gas is sold under a contract,
which is approved by the lessor, then such reasonable market value
of the gas for purposes of determining royalty shall be the price
at which the production

is sold.

The natural gas purchase

agreements at issue here are clear, and they do not provide that ad
valorem tax reimbursements are included within the market value of
the natural gas purchased and delivered.
1.

Enron's Natural Gas Purchase Agreements do not
Provide for Ad Valorem Tax Reimbursements on the
Division's Share of Production.

Even if it might be argued that ad valorem tax reimbursements
received by Enron ought to be considered part of the "gross value"
of production under Utah Code Ann. §65-1-18 (1953), the terms of
Enron's gas purchase agreements provide that the Division's share
of production is to be treated separately from the lessee's share
and further dictate that tax reimbursements are not applicable to
the Division's royalty share of production.

The CIG Agreement

provides that taxes will be reimbursed to the extent of increase in
17

tax after the date of the contract.

Addendum E; Record at 73-75.

It then states as follows:
Taxes or assessments applicable to any royalty,
overriding royalty, production payment, or similar
interest shall be considered to be covered by the
provisions hereof to the extent reimbursement made by
Buyer to Seller with respect thereto is passed on by
Seller to the owner of such royalty, overriding royalty,
production payment or similar interest.
Addendum E at 7; Record at 73-75.
Consistent with the CIG Agreement, because the Division1s
royalty interest was tax free, no portion of the tax reimbursements
received by Enron under the Agreement were attributable to the
Division's royalty interest. As noted, above, the CIG Agreement is
controlling in terms of value under the applicable lease provisions
implementing Utah Code Ann. §65-1-18.
Even more to the point, the tax reimbursements clause under
the Mountain Fuel Agreement specifically addresses the issue of tax
free interests.

The Mountain Fuel Agreement states that tax

reimbursements are limited to taxes "borne by seller," and further
provides as follows:
When necessary, seller shall advise buyer in writing as
to seller's interest in production, if any, which is
exempt from taxes.
Addendum D at 11; Record at 73-13.
Again, the Mountain Fuel Agreement treats the Division's tax
free share of production separately from the lessee's, and provides
that no portion of the tax reimbursement paid will be applicable to
it.

18

Clearly, the value of the Division's gas is the price paid for
it.

Any fair reading of the CIG Agreement and Mountain Fuel

Agreement

leads

to

the

conclusion

that

ad

valorem

tax

reimbursements are not paid upon the Division's distinct royalty
share of production.

If the provisions of the CIG Agreement and

the Mountain Fuel Agreement are determinative of royalty value,
which under the applicable lease terms they must be, the value of
the Division's gas cannot include tax reimbursements.
2.

Enron's Natural Gas Purchase Agreements do not
Include Tax Reimbursements as Part of the Price
Paid for Production.

Even if royalty is to be calculated based upon the total value
of all production from these gas wells, the gas royalty clause in
each respective oil and gas lease subject to this appeal provides
that value for royalty purposes shall be "the price at which
production is sold."
under

the provisions

agreements.

See Note 4 above.

That price is determined

of the applicable

natural

gas purchase

Each of Enron's agreements clearly states that tax

reimbursements constitute a separate contract provision and are not
part of the purchase price paid for production.
Not every item of exchange under a natural gas purchase
agreement is relevant to the purchase price for production, or
determinative of value for royalty purposes. Natural gas purchase
agreements are typically long-term, complex contracts and contain
many elements of value or consideration exchanged by both parties,
only some of which determine value for royalty purposes.
19

For

example,

natural

gas

purchase

agreements

typically

contain

provisions, as do the contracts at issue here, to the effect that
the purchaser must take and pay for a minimum quantity of natural
gas, or if not taken, must pay for a minimum quantity and accept
deferred delivery of gas.

Obviously, these payments represent a

significant benefit to Enron, especially since the gas paid for may
not be delivered for an extended period of time, if ever.

In

Diamond Shamrock Exploration Corp. v. Hodel the United States
Department
payments,

of Interior
typically

took the position that

referred

to

as

"take

or

because these
pay" payments,

represent a value to the producer and constitute money received for
the purchase of gas, they represent value for royalty purposes.
853 F.2d 1159 (5th Cir. 1988).

The Fifth Circuit Court of Appeals

rejected this argument, finding significantly, that take or pay
payments are not for the purchase of gas and that not every element
of consideration exchanged pursuant to a natural gas purchase
agreement necessarily constitutes an element of value for royalty
purposes:
While the take or pay obligation is intended to
compensate the producer for the explicit commitment of
reserves for a gas sales contract, this does not
automatically mean that the take or pay obligation is
part of the value of the gas.
Id. at 1167, see also State v. Pennzoil, 452 P.2d 975.

Clearly, only those elements of value pertaining to the price
paid for the purchase and delivery of gas are part of "the purchase
price at which production is sold...", and are relevant to its
20

value for royalty purposes.
The tax reimbursement clause found in the CIG Agreement is
contained apart from the pricing provisions. Addendum E; Record at
73-75. The tax reimbursement clause is found in the CIG Agreement
in Article V of Exhibit A to that Agreement.

The pricing

provisions are found in Article V in the body of the contract, and
make no mention of tax reimbursements.

Obviously, the price paid

for production was not intended to include tax reimbursements.
The pricing provisions of the Mountain Fuel Agreement are less
conclusive, but no less clear in import.

The tax reimbursement

provision is found at Article VII-3. Addendum D; Record at 73-13.
Under Article VII-1, the price of regulated gas "shall be the
highest

applicable

base

price,

including

all

applicable

escalations, on the date the gas is delivered." Addendum D; Record
at 73-11.

For gas qualifying as tight formation gas, the price

"shall be that base price established by the FERC for such gas
pursuant to its incentive pricing authority under the NGPA Section
107."

Addendum D; Record at 73-11. While the "total price" does

include tax reimbursements, this provision is obviously designed to
allow the producer, Enron, to recover the largest amount of
contract benefits available to it under the NGPA. That it does not
intend to include tax reimbursements as part of the price paid for
gas delivered, is illustrated by the provisions of Article VII1(b), dealing with unregulated gas.

Addendum D; Record at 73-11.

It states that the price for unregulated gas may be negotiated in
good faith between the parties and during any period in which a
21

negotiated price is not in effect, the price will be a specified
price. The negotiated price and the fixed price do not include tax
reimbursements, which remain in effect as to both regulated and
unregulated gas pursuant to the provisions of Article VII-3. Read
as a whole, the provisions of the Mountain Fuel Agreement, as well
as the provisions of the CIG Agreement, clearly indicate that ad
valorem tax reimbursements are not part of the "purchase price at
which

production

is

sold"

as

specified

in

the

gas

royalty

provisions of each applicable oil and gas lease subject to this
appeal.

Market value for royalty purposes is established as the

price at which production is sold under Enron's agreements, and
that price does not include tax reimbursements.
3.

The Lease Provision Stating that Royalty Payments
Must be Based Upon a Price Not Less Than That
Received by the United States Does Not Require That
Royalty be Paid on Ad Valorem Tax Reimbursements.

In addition to the provisions discussed above, the gas royalty
clause in each lease subject to this appeal contains a provision
specifying that although the price at which production is sold
under an approved contract will be determinative of market value,
that price cannot "be less than that received by the United States
of America for its royalty from gas of like grade and quality from
the same field."

See Note 4 above. In this case, both the Chapita

Wells and the Natural Buttes Units consist predominantly of oil and
gas leases issued by the United States.
States

leases have been

agreements.

committed

Further, these United

to the

same

gas purchase

See Transcript at 11; Record at 185.
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The price

received for gas allocated to the United States leases and that
allocated to the Division's leases is the same.

Referring to the

example in Addendum F, the price received for natural gas produced
from state leases is $4.00 per unit, and the price received for gas
allocated to the United States leases is also $4.00 per unit. The
lease provision quoted above only requires that the price received
for production under approved natural gas purchase agreements not
be less than the price received for production on United States
leases.

It does not specify or imply that all elements of royalty

valuation must be the same for state leases as for United States
leases. Accordingly, this provision does not allow the Division to
receive a royalty on ad valorem tax reimbursements that it would
not otherwise be entitled to receive.
As such, the position of the Department of the Interior as to
whether or not royalty is due on ad valorem tax reimbursements is
not relevant or applicable to this case.

Should the Court find,

however, that treatment of ad valorem tax reimbursements by the
United States is relevant, the Court is advised that this issue, as
it applies to the United States leases located in the Chapita Wells
and Natural Buttes Units, is the subject of litigation presently
pending in the United States Fifth Circuit Court of Appeals.

Not

surprisingly, the Department of the Interior takes the position
that tax reimbursements are subject to royalty payments. The only
Court to address this issue is the Tenth Circuit Court of Appeals
which, in a two to one decision, ruled that tax reimbursements are
subject to royalty on United States leases.
23

Hoover & Bracken

Energies, Inc. v. Department of Interior, 723 F.2d 1488 (10th Cir.
1983)•

However, that case involved leases located in the State of

Oklahoma and was decided based upon Oklahoma case law.

Although

the decision when arrived at in the presently pending case in the
Fifth Circuit may be relevant, it is Enron's position that Hoover
& Bracken is not relevant to this particular case.
Nevertheless, as stated, gas purchased from United States
leases is sold under the very same contracts and at the very same
price as gas allocated to the State leases at issue here.

The

provisions of the royalty clause requiring prices received under
approved natural gas purchase agreements to be not less than the
price received by the United States for its gas are not relevant to
this appeal.
C.

Assessment
of
Royalty
on
Ad
Valorem
Reimbursements Violates the Provisions of
Natural Gas Policy Act of 1978.

Tax
the

With the enactment of the NGPA, the United States Congress
established ceiling prices for several different categories of
natural gas.

The United States Supreme Court has ruled that

because the NGPA's natural gas categories span both interstate and
intrastate gas sales, the NGPA expanded federal control over gas
pricing and effectively established a single system of control over
the wellhead prices of natural gas.

Transcontinental Pipe Line

Corp, v. State Oil & Gas Board, 494 U.S. 400 (1986).
In establishing maximum wellhead prices for various categories
of natural gas, Congress weighed the conflicting interests of
24

natural gas consumers, pipelines and transportation companies, and
producers, to establish a maximum price for natural gas that was
high enough to compensate producers for the production of natural
gas and to encourage exploration for new supplies, yet low enough
to protect consumers who rely heavily upon natural gas for heat and
other energy needs.

See Comment, For Gas, Congress Spells Relief

N-G-P-A: An Analysis of the Natural Gas Policy Act of 1978, 40
U.Pitt. L. Rev. 429 (1979) .

As such, the maximum lawful price

specified for each category of natural gas represents its inherent
value as determined by Congress, as well as the highest price for
which it can be sold.
Nevertheless,

although

inclusion

of

ad

valorem

tax

reimbursements as part of "gross value" or "market value" for
royalty purposes results in a royalty value higher than the maximum
lawful price specified under the NGPA, the District Court found
that, "[t]his interpretation is not inconsistent with or contrary
to other state or federal law."
1.

Record at 172.

The District Court Ruling Establishes a Royalty
Value Higher than the Maximum Lawful Price
Specified in the Natural Gas Policy Act of 1978.

As stated, the NGPA establishes the highest price for which
natural gas in each described category can be sold. Significantly,
the NGPA recognized the practice of tax reimbursements in long term
agreements, and in Section 110 of the Act allows the seller to
receive the maximum lawful price specified for its gas, in addition
to tax reimbursements, provided that the producer pays the tax
25

being reimbursed.

15 U.S.C. §3320 (1990).

A producer cannot

receive a tax reimbursement for a tax that the producer does not
pay, in addition to the maximum lawful price.
As discussed above, the Division's royalty share of production
is free of tax.

By attempting to establish a value for royalty

purposes which includes some portion of a tax reimbursement, the
Division creates a value in excess of the maximum lawful price
specified under the NGPA.

Referring to the example set forth in

Addendum F, the maximum lawful price specified is $4.00 per unit or
.500 per unit for the Division's l/8th share.

Yet the Division's

royalty calculation results in royalty at a higher figure, . 54375C
Utah law provides and it was agreed to by the parties at the trial
court level (Reply Brief at 13; Record at 139), that value for
royalty purposes means that which a willing seller will accept and
a willing buyer will pay for gas.8

Congress has dictated that

which a willing seller can accept and a willing buyer can pay for
the delivery of natural gas. As to the Division's share of gas, it
does not include tax reimbursements.
It is well established that value for royalty purposes is in
fact limited by the maximum lawful price specified under the NGPA.
In Bowers v. Phillips Petroleum Co. , 692 F.2d 1015 (5th Cir. 1982) ,
the

Fifth Circuit

Court

of Appeals,

8

interpreting

Texas law,

"Fair market value" is defined for purposes of the Utah
Property Tax Act as "the amount at which property would change
hands between a willing buyer and a willing seller, neither being
under any compulsion to buy or sell and both having reasonable
knowledge of the relevant facts...." Utah Code Ann. §59-2-102(2)
(1987 & Supp. 1991).
26

addressed a circumstance where a lessor filed suit against an oil
and gas lessee for improper payment of royalty.

The plaintiff

asserted that the royalty value of gas produced was not limited by
the NGPA maximum lawful price specified for the category of gas
produced, but should be calculated as if the gas were unregulated
or in a different price category.
Appeals held otherwise.

The Fifth Circuit Court of

In finding that the maximum lawful price

effectively established the value for royalty purposes, the Court
stated in relevant part as follows:
Under Texas law, ^market value' is determined by
comparable sales of natural gas subject to federal price
regulations similar to that to which the gas here is
subject, for these legal restrictions limit the prices
permitted in a transaction involving a willing buyer and
a willing seller.
We therefore affirm the District
Court's ruling that, in the highly regulated market of
natural gas sales, market value for royalty purposes
cannot exceed the maximum ceiling price imposed on gas
within that particular federally regulated category.
Id. at 1020-21.
The ruling in Bowers has been adopted in other jurisdictions.
See Domatti v. Exxon Corp., 494 F.Supp. 306; Kinqery v. Continental
Oil Company. 626 F.2d 1261 (5th Cir. 1980).
controls

the wellhead

Because the NGPA

price of gas produced,

it necessarily

dictates what the gas can be sold for, and, therefore, its value;
establishing value on any other basis ignores and violates the
spirit as well as the letter of that statute. This Court is urged
to follow the ruling in Bowers and its progeny, and reject the
Division's position, as approved by the District Court, which
establishes royalty value for the Division's share of production
higher than the maximum lawful price permitted under the NGPA.
27

2.

The District Court's Ruling Creates an Inherent
Conflict with the Provisions of the Natural Gas
Policy Act of 1978,

The District Court's finding that its ruling was not in
conflict with other State or federal laws is patently wrong, not
only because it approves a royalty value higher than the maximum
lawful price permitted under the NGPA, but also because it requires
Enron and the Division to allocate tax reimbursements in a manner
that is in direct conflict with the provisions of the NGPA and the
stated positions of the FERC.

Inclusion of a portion of Enron's

tax reimbursements in the value of the Division's royeilty share of
gas requires an allocation of that portion of the tax reimbursement
to a tax free interest.

In the example set forth in Addendum F,

the Division's position adds l/8th of .350 tax reimbursement to the
price

received

to

determine

a

royalty

value.

Because

tax

reimbursements may exceed the maximum lawful price only if the
taxes are in fact paid, this allocation is in direct conflict with
the provisions of the NGPA.
This point is illustrated by the issues raised in a letter
opinion issued by Robert L. Baum, Deputy General Counsel to the
FERC.

The question addressed is the same question now before the

Court in this case.

It concerned the applicability of a formula

previously approved by the FERC to allocate tax reimbursements
among

various

producers.

The

question

presented

was

the

applicability of that formula to circumstances where some of the
gas was the royalty share of gas belonging to the United States and
28

was therefore tax exempt. The inquiry essentially asked whether or
not tax reimbursements could in fact be allocated to a tax free
royalty interest.

In response, Deputy General Counsel Baum ruled

that no portion of tax reimbursements received could be allocated
to tax free royalty interest of the United States of America,
stating in relevant part:
The Commission [FERC] has not developed any formula for
imputing tax reimbursement, since Section 110 of the NGPA
and Section 271.1102 of the Commission's Interim
Regulations permit reimbursement only for those State
severance taxes actually borne by the seller....
Furthermore, since the NGPA does not provide for
adjustments to the maximum lawful price for tax exempt
transactions, the situation should not arise where a
producer is taxed on that portion of the price which
represents a reimbursement of taxes which are not
assessed.
See Addendum G.

Thus, because Enron paid no tax on the Division's royalty
interest, ad valorem tax reimbursements received by Enron cannot be
allocated to the Division's royalty interest.
violate the NGPA.

To do so would

Yet this allocation is precisely what the

Division's position requires.
Once again, the Division has created a fantasyland approach in
which their position is based upon facts which do not exist.

In

reality, for the time period at issue, natural gas produced from
the Chapita Wells and Natural Buttes Units was sold at the maximum
lawful price under the auspices of the NGPA and the administration
of the FERC.

Yet the Division's position completely ignores the
29

NGPA.

Value for royalty purposes must be determined based upon

circumstances which actually exist, and not upon the Division's
contrived version of what ought to have occurred.

The Division's

position, and the District Court's ruling substantiating it, must
be reversed.

VII.

CONCLUSIONS AND RELIEF SOUGHT

The ruling of the District Court is incorrect in several
respects, and must be reversed.

It is abundantly clear on this

record that tax reimbursements are not paid on or applicable to the
tax exempt royalty interest of the Division. Tax reimbursements do
not represent part of its value because no one paid, or could ever
pay tax reimbursements for the royalty interest in this case. The
District Court's ruling ignores these undisputed facts.
Enron's position that no royalty is due on ad valorem tax
reimbursements received by Enron is consistent with the statutory
terms, the lease provisions and the NGPA.

The ruling of the

District Court is in direct conflict with the applicable statutory
and lease terms and the provisions of the NGPA, and is unsupported
by

any

controlling

statutes,

documents

or

theories.

Most

importantly, the District Court's ruling allows the Division to
establish royalty values in a vacuum, with no reference to the real
circum- stances under which natural gas is produced and sold. The
District Court's ruling thus perpetuates the arbitrary and unfair
practices that the Division's position in this case represents. It
30

is respectfully requested that the District Court's ruling be
reversed.
RESPECTFULLY SUBMITTED this 15th day of January, 1992.

Dante L. Zarlengo
PRUITT, GUSHEE & BACHTELL

A. John Davis
Attorneys for Appellant
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Tab A

STATE OF UTAH
NATURAL RESOURCES
State lands A Forestry

^

Norman H Bongerter Governor
Oee C Hansen Executive Directof
Ralph A Miles. Division Director

355 W North Temple • 3 Tnad Center • Suite 400 • Salt Lake Oty. UT 84180-1204 • 801-538-5508

February 23, 1987

Enron 011 & Gas Company
Attn: Mr. Don Fox, Room 2132
P.O. Box 1188
Houston, TX 77251

Certified Mail P 657 353 347

Gentlemen:

In a letter dated February U , 1987, the Utah State Tax Commission informed
this Division a royalty audit had been completed covering the issue of ad
valorem tax reimbursements for the wells In the Natural Buttes Unit and the
Chapita wells in which Enron is the payor. This examination results in an
assessment of $91,009.19 as summarized on the attached schedules. Payment is
due within 60 days of the date you receive this notice.
Since a copy of the above letter containing the audit detail was sent to your
office, we will not duplicate the effort of sending it again.
It should be noted, this audit covers a single issue on select wells. The
assessment and settlement of this issue in no way prevents the Division from
auditing and potentially making assessments on other Issues for these
properties or any other properties Enron is responsible for making royalty
payments on.
If you do not agree with this assessment, submit your reasons for disagreement
in writing, together with detailed Information and evidence to support you
position. Such request for redetermination must be filed within 60 days.

A. MILES, DIRECTOR
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Nov 84 Jan 85 $11,,437.43
$0.00
Feb 85
$0.00
Mar 85
$0.00
Apr 85
$0.00
May 85
$0.00
Jun 85
$0.00
Jul 85
$0.00
Aug 85
$0.00
Sep 85
$0.00
Oct 85
$0.00
Nov 85
$0.00
Dec 85

$43,762.32
$43,762.32
$43,762.32
$43,762.32
$43,762.32
$43,762.32
$43,762.32
$43,762.32
$43,762.32
$43,762.32
$43,762.32
$43,762.32

0.01500
0.01500
0.01500
0.01500
0.01500
0.01500
0.01500
0.01500
0.01500
0.01500
0.01500
0.01500

$656.43
$656.43
$656.43
$656.43
$656.43
$656.43
$656.43
$656.43
$656.43
$656.43
$656.43
$656.43

Nov 85 Jan 86 $15,,635.53
$0.00
Feb 86
$0.00
Mar 86
$0.00
Apr 86
$0.00
May 86
$0.00
Jun 86
$0.00
Jul 86
$0.00
Aug 86
$0.00
Sep 86
$0.00
Oct 86
$0.00
Nov 86
$0.00
Dec 86

$59,397.85
$59,397.85
$59,397.85
$59,397.85
$59,397.85
$59,397.85
$59,397.85
$59,397.85
$59,397.85
$59,397.85
$59,397.85
$59,397.85

0.01500
0.01500
0.01500
0.01500
0.01500
0.01500
0.01083
0.01083
0.01083
0.01083
0.01083
0.01083

$890.97
$890.97
$890.97
$890.97
$890.97
$890.97
$643.28
$643.28
$643.28
$643.28
$643.28
$643.28 $63,257..52

$0.00 $59,397.85
$0.00 $59,397.85

0.01083
0.00641

$685.08
$405.48

Jan 87
Feb 87
Total

$29,387.61

Enron Penalty Calculation
Month
Due

1st
Month
Due

Nov 83 Jan 84

Royalty
Due

Penalty
Rate

Penalty
Due

$9,989.27

0.06000

$599.36

Nov 84 Jan 85 $11,437.43

0.06000

$686.25

Nov 85 Jan 86 $15,635.53

0.06000

$938.13

Total $37,062.23

$2,223.73

Summary of Total Due
Royalty
Year

Due

1982 $12,899.35
1983
$9,436.27
1984
$9,989.27
1985 $11,437.43
1986 $15,635.53
1987
$0.00

Interest

Penalty

Total

Due

Due

Due

$1,375.46
$4,020.41
$5,818.48
$7,877.22
$9,205.48
$1,090.56

$0.00
$0.00
$599.36
$686.25
$938.13
$0.00

$14,274.81
$13,456.68
$16,407.11
$20,000.89
$25,779.14
$1,090.56

$59,397.85 $29,387.61 $2,223.73 $91,009.19
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FILED DISTRICT COURT
Third Judicial District

R. PAUL VAN DAM (3312)
Attorney General
DAVID S. CHRISTENSEN (4294)
Assistant Attorney General
236 State Capitol
Salt Lake City, Utah 84114
Telephone: (801) 538-1017

JAN 1 7 1991
A

SALT LAKE COUNTY
COU
Deputy Clerk

IN THE DISTRICT COURT OF THE THIRD JUDICIAL DISTRICT
IN AND FOR SALT LAKE COUNTY, STATE OF UTAH

ENRON OIL AND GAS COMPANY, a
Successor to Belco Petroleum
Corporation,

SUMMARY JUDGMENT

Petitioner/Plaintiff ,
vs.
STATE OF UTAH, DEPARTMENT OF
NATURAL RESOURCES, DIVISION OF
STATE LANDS AND FORESTRY
and the DIRECTOR OF THE
DIVISION OF STATE LANDS AND
FORESTRY,

Civil No- C8801203
Judge Frank G. Noel

Defendants.
The parties' cross motions for Summary Judgment came on
for hearing on November 9, 1990. Plaintiff was represented by
Dante L. Zarlengo and A. John Davis and Defendants were
represented by David S. Christensen.

After considering the

memoranda and oral argument, and it appearing that there is no
genuine issue as to any material fact and the Court can rule as a
matter of law, and the Court having entered its ruling granting
defendants' motion and denying plaintiff's motion, it is hereby

ORDERED, ADJUDGED AND DECREED that:
1.

The State is entitled to collect royalty on ad valorem

and severance tax reimbursements. Both the statutory reference to
"gross value" and the lease reference to "market value", are
interpreted as a matter of law to include amounts received as tax
reimbursements*

This interpretation is not inconsistent with or

contrary to other state or federal law.
2.

The State properly assessed additional royalties for tax

reimbursements and is entitled to the amount paid by Enron for this
assessment,
3.

Defendants' motion for summary judgment is granted,

plaintiff's motion for summary judgment is denied, and plaintiff's
complaint is dismissed.
4.

The parties hereto shall bear their respective costs and
^.

attorneys' fees.

<

in
DATED this

( (

APPROVED AS TO FORM:

day of

t\2^*—>
BY THE COURT:

^
, 1999.

CERTIFICATE OF SERVICE

The foregoing was prepared by David S. Christensen,
counsel of record for Defendants, and pursuant to Rule 4-504 of
the Utah Code of Judicial Administration, was served by firstclass post-paid mail on the

of

, 19

Dante L. Zarlengo
1801 Broadway, Suite 1600
Denver, Colorado 80202
A. John Davis
PRUITT, GUSHEE & BACHTELL
Beneficial Life Tower
36 South State Street, Suite 1850
Salt Lake City, Utah 84111

to:

TabC

Proof Read
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MINERAL LEASE NO__

2567
APPLICATION NO

L_

GRANT:

School

Oil and Qas Lease
THIS INDENTURE OF LEASE entered into in duplicate this
^*^ day of
January
A
by and between the STATE OF UTAH acting by and through the State Land Board, hereinafter called LESSOR, and

D 19?J

^

CONTZHESTiL OIL CCKPAMI
hereinafter called LESSEE, whether one or more.
WITNESSETH:
Section 1. RIGHTS OF LESSEE—That Lessor, in consideration of the rents and royalties to be paid and the covenants and
agreements hereinafter contained and to be performed by Lessee, does hereby grant and lease to LESSEE the right to prospect and
explore for and the exclusive right and privilege to drill for, mine, extract, remove and dispose of all oil and gas in or under the
following described tract of land in the County of
UXHTAH
, State of Utah, to-wit:

All of Section Two ( 2 ) , Towohip Mine (9) South, Range Twenty-two
(22) Eaet, Salt Lake MeridUn,

&*0#00
containing
acres, more or less, together with the rights to construct and maintain thereon all works, buildings, plants,
waterways, roads, communication lines, pipe lines, reservoirs, tanks, pumping stations, or other structures necessary to the full
enjoyment thereof, subject, however to the conditions hereinafter set forth.
The term gas as used in this lease shall be interpreted to include any substance, either combustible or non-combustible, which
is produced in a natural state from the earth and which maintains a gaseous or rarefied state at ordinary temperature and pressure conditions.
The term oil as used in this lease shall be interpreted to include any liquid hydrocarbon substance which occurs naturally in the
earth, including drip gasoline or other natural condensates recovered from gas without resort to manufacturing process.
Section f. TERMS OF LEASE—This lease, unless terminated at an earlier date as hereinafter provided, shall be for a primary term of ten years from and after date hereof and for so long thereafter as oil or gas or either of them are produced in commercial quantities from the leased premise.
In respect to the duration of the term of this lease, gas shall be deemed commercially produced from any "shut-in" gas well
capable of producing gas in commercial quantities when such gas cannot be reasonably marketed under the then existing marketing and transportation conditions, and such facts are shown to exist to the satisfaction of the Lessor, provided expressly that Lessee
shall be obligated to pay to Lessor for each month during the "shut-in" period the sum of five cents (5c) per acre as rental in addition to the rentals herein provided for.
If at the expiration of the primary term of this lease, leased substances are not being produced from said lands, but Lessee
is then engaged in drilling or reworking operations, or if after the expiration of the primary term production shall "cease but
Lessee commences drilling or reworking operations within sixty (60) days thereafter, and such facts are shown to exist to the satisfaction of the Lessor, then and in either of said events this lease snail continue in force so long as drilling or reworking operations
are being diligently prosecuted on the leased lands as determined by Lessor, and so long thereafter as oil or gas or either of them
shall be produced in commercial quantities from the leased premises.
Section 3. ANNUAL RENTAL—Lessee agrees to pay to Lessor annually in advance as rental the sum of fifty cents (50c) per
acre. The rental for the calendar year in which this lease is granted shall be that portion of such annual rental which is proportionate to the period of time remaining in the calendar year during which the lease is issued, except as in this lease otherwise provided
Any such rental paid hereunder shall be credited against the royalties, if any, which may accrue on production during the year for
which Buch rental is paid.
Section A. ROYALTIES.
(a) 00—LESSEE agrees to pay to LESSOR a royalty of twelve and one-half per cent (12%%) of the oil produced and saved
from the leased premises; or, at the option of LESSOR, to pay to LESSOR the cash value of such royalty oil. when paid in monev
the royalty shall be calculated upon the reasonable market value of the oil at the well, including any subsidy or extra payment
which the lessees, or any successor in interest thereto, may receive, without regard as to whether such subsidy or extra payment
shall be made in the nature of money or other consideration, and in no event shall the royalties be based upon a market value
less than that used by the United States in the computation of royalties, if any, paid by this LESSEE to the United "States of
America on oil of like grade and gravity produced in the same field. When LESSOR elects to take royalty oil in kind, such rovaltv
oil shall be delivered on the premises where produced without cost to LESSOR at such time and in such *»^n provided by LESSEE
as may reasonably be required by LESSOR, but in no event shall LESSEE be required to hold royalty oil in storage bevondI 3 2
last day of the calendar month next following the calendar month in which the oil was produced. LESSEE shall not be resDonsibiS
or held liable for the loss or destruction of royalty oil in storage from causes over which LESSEE has no control.
^
(b) Gas—LESSEE also agrees to pay to LESSOR twelve and one half per cent (12%%) of the reasonable market value at
the well of aU gas produced and saved or sold from the leased premises. Where gas is sold under a contract, and such contract has
Provided expressly that the reasonable market value of processed or manufactured or extracted products, for the purpose of computing royalties hereunder, shall be the value after deductmg the costs of processing, extracting or manufacture except that th*
SSSKKK 1 1 O 5 8 u c h ?? B SV!H ^ u * ? ^ t w °-J h j r d s i 0 f t h / a m o u n t , o f t h e &"** o f a n y 8 U c h Products without approval by the
LESSOR and, provided further that the market value of extracted, processed or manufactured products used in tlie ™™™L+EZ
of royalties hereunder shall not be less than the value used by the United States in its computetio^Tof"royals Sn s^ilTpr^ducS
resulting from production of like grade and quality m the same
field.
»*«*"«: prouuex*
(c) Other Substances—Should the LESSEE encounter or discover on the leased premises any mineral substance ««*«.
•*..«
oil and gas or either of them, as herein defined, the LESSEE *hail immediately report such fact to the LESSOR.
" " °™r tnaa
(d) Time of Payment—All royalties on production during any calendar month shall be due and payable by LE<?<?FF f^
LESSOR not later than the last day of the calendar month following that in which produced.
W " " oy i ^ b S E E to
LESSOR mav at its ontion. tuVm if« ™~-i+*- *-•- * •

Section 5.

RIGHTS RESERVED TO LESSOR—The LESSOR expressly reserves:

(a) Easements and Rights of Way—The right to permit for joint or several use in a manner which will not unreasonably
interfere with LESSEE'S operations hereunder, such easements or rights of way upon, through or in the land hereby leased as may
be necessary or appropriate to the working of other lands belonging to the LESSOR containing mineral deposits, or to the working of the land hereby leased for other than the hereby leased substances, and for other public purposes.
(b) Surface Disposition—Leasing for Other Deposits—The right to use, lease, sell or otherwise dispose of the surface of
said hereby leased lands, or any part thereof, under existing state laws, subject to the rights herein granted and insofar as
in the judgment of the LESSOR, said surface is not necessary for the use of the LESSEE in the exercise of the rights granted
LESSEE hereunder; and also the right to lease mineral deposits, other than the hereby leased substances, which may be contained
in said hereby leased lands.
(c) Unitization—The right, with the consent of the LESSEE, to commit the hereby leased lands to a unit or co-operative plan
of development and to establish, alter or change the drilling, producing and royalty requirements and term of this lease to conform
thereunto.
(d) Production Control—The right to alter or modify the quantity and rate of production to the end that waste may be eliminated or that production may conform to the LESSEE'S fair share of allowable production under any system of state or national
curtailment and proration authorized by law.
Section 6.

DRILLING AND DEVELOPMENT PROVISIONS.

(a) Drilling Requirement—At any time after five years from the date of this lease, LESSOR may at its discretion, by written notice to LESSEE, require LESSEE to commence operations for the drilling of a well upon the leased premises within not
less than one hundred twenty days from the mailing of such notice to LESSEE. Upon LESSEE'S failure to so commence drilling
operations within the time so required, this lease shall terminate and be without further force or effect Failure of LESSEE to
comply with such requirement of LESSOR as to commencement of drilling operations shall impose no liability upon LESSEE other
than in respect to the resultant termination of LESSEE'S rights under this lease.
(b) Offset Wells—Subject to the right of surrender as provided in this lease, LESSEE shall protect the oil and gas under the
leased premises from drainage from adjacent lands or leases, and the LESSOR expressly reserves the right to require the commencement, completion and operation of a well or wells, that it considers necessary for the protection of the leased premises from
adjacent lands or leases.
(c) Diligence—Proper Operations—LESSEE agrees:
(1) After discovery and subject to the rights of surrender herein provided, to exercise reasonable diligence in producing oil
and gas and in the drilling and operating of wells on the land covered hereby, unless consent to suspend operations temporarily is
granted by the LESSOR; and
(2) To carry on all operations hereunder in a good workmanlike manner in accordance with approved methods and practices,
having due regard for the prevention oi waste of oil and gas, or the entrance of water to the oil or gas bearing sands or strata, to
the destruction or injury of such deposits, to the preservation and conservation of the property for future productive operations,
and to the health and safety of workmen and employees; and
(3) To take every reasonable precaution to prevent water from migrating from one stratum to any other and to protect any
water bearing stratum from contamination; and
(4) To securely and properly plug in an approved manner any well before abandoning it; and
(6) To not drill any well within two hundred feet of any of the outer boundaries of the land hereby leased, unless to protect
against drainage by wells drilled on lands adjoining less than two hundred feet from the property lines thereof; and
(6) To conduct all operations subject to the inspection of the LESSOR and to carry out at the LESSEE'S expense all reasonable orders and requirements of the LESSOR relative to the prevention of waste and presei-vation of the property, and the health
and safety of workmen; and on failure of the LESSEE so to do the LESSOR shall have the right, together with other recourse
herein provided, to enter on the property to repair damages or prevent waste at the LESSEE'S expense; and
(7) To conduct all operations under this lease in accordance with the LESSOR'S rules and regulations governing exploration
for ana production of oil and gas which are now in force, and with such reasonable rules and regulations as hereafter may be
adopted by the LESSOR; and
(8) To reimburse the owner or lessee of the surface of the leased premises, for actual damages thereto and injury to improvements thereon resulting from LESSEE'S operations hereunder, provided that LESSEE shall not be held responsible for acts of
providence or occurrences beyond LESSEE'S control.
Section 7. DRILLING BOND—LESSEE agrees at the time of commencement of drilling operations to furnish a bond with
an approved corporate surety company authorized to transact business in the State of Utah, or such other surety as may be accepttable to the LESSOR, in the penal sum of not more than Five Thousand ($5,000.00) Dollars conditioned upon the payment of
all moneys, rentals, and royalties accruing to the LESSOR under the terms hereof, and upon the full compliance of all other terms
« n d conditions of this lease and the Rules and Regulations relating hereto,-and also conditioned on the payment of all damages
to the surface and improvements thereon where the lease covers lands, the surface of which has been sold or otherwise leased. Such
bond or bonds furnished prior to the development of the lands contained in this lease may be increased in such reasonable amounts
BM the LESSOR may decide after discovery of oil or gas.
The LESSOR may waive the provisions of this section, as to this lease, upon the furnishing of a blanket bond by LESSEE
extending to and including LESSEE'S operations hereunder.
Section 8. LOGS—REPORTS—MAPS—LESSEE agrees to keep a log, in a form approved by the LESSOR, of each well
drilled by the LESSEE on the lands hereby leased, showing the character of the formations, water, sands and mineral deposits
penetrated by the drill, amount of casing, size and where set, and such other information as LESSOR may reasonably require, which
log or copy thereof shall be furnished to the LESSOR. LESSEE agrees to file progress reports in a form prescribed by LESSOR,
a t the end of each week while each well is being drilled, to file annually or at such times as LESSOR may require, maps showing
the development and the location of all wells, pipe lines and other works used in connection with the operations of LESSEE upon
.said leased lands, and to make such other reports pertaining to the drilling and production operations of LESSEE on the said
leased lands as may be called for by the LESSOR. LESSOR may waive such reports as conditions may warrant.
LESSOR shall treat as confidential all reports, and other material filed pursuant to this paragraph, marked "confidential" by
the LESSEE, for a period of one year from the date of filling.
Section 9, CABLE TOOL WELLS—NOTICES OF WATER ENCOUNTERED—LEAVING OF CASING—In the drilling of
wells by cable tools under authority of this lease, all water bearing strata shall be noted in the log. LESSEE shall promptly give
notice to LESSOR when water has been encountered and such notice shall include an estimate of the possible amount of flow of
said water. LESSOR may, as herein below provided, in any case where a cable tool well drilled hereunder would otherwise be
•abandoned, elect to require that all or any part of the casing shall be left in any well when LESSOR deems it to the interest of
the State of Utah to maintain said well for water. If LESSOR so elects, it shall so notify LESSEE of such election within fifteen
days after receipt from LESSEE of notice of intention to abandon any cable tool well where water has been encountered. In any
case in which the LESSEE incorporates in the notice of discovery of water a declaration that LESSEE desires to plug and abandon
the well, such notice of election shall be given by LESSOR to LESSEE within twenty days after receipt of such notice of discovery.
If LESSOR so notifies LESSEE it shall specify in the notice of election what part of the casing is to be left in the welL Failure
of LESSOR to give such notice of election within the times provided herein shall be deemed an election by LESSOR not to require
any casing to be left in the well.
Section 10. DEFAULTS OF LESSEE—Upon failure or default of the LESSEE or ASSIGNEE to comply with any of the provisions or covenants hereof the LESSOR is hereby authorized to cancel this lease and such cancellation shall extend to and include
all rights hereunder as to the whole of the tract so claimed, or possessed, by the LESSEE or ASSIGNEE so defaulting, but shall not
extend to nor affect the rights of any other LESSEE or ASSIGNEE claiming any portion of the lands upon which no default has
been made; provided, that in the event of a default LESSOR shall, before any such cancellation shall be made, send by registered
mail to the LESSEE or ASSIGNEE so defaulting, to the postoffice address of said LESSEE or ASIGNEE, as shown by the records of the LESSOR, a notice of intention to cancel, specifying the default for which cancellation is made, and if within thirty (80)
days from the date of mailing said notice, the said LESSEE or ASSIGNEE shall have paid all rents or royalties in default, and
shall have to the satisfaction of the LESSOR commenced to remedy any other default specified in said notice, there shall not be
a cancellation thereof.
Section 11. LESSOR'S RIGHTS OF ACCESS TO LEASED PREMISES AND LESSEE'S RECORDS—It is understood and
agreed by and between the parties hereto that LESSOR, its officers and agents, shall have the right at all reasonable times to go in
*»
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Section It. TRANSFERS OF I N T l S E s T BY LESSEE—LESSOR will not permit any assignment of this lease, or of anv
interest therein, or any sub-lease or operating agreement as to the leased lands, or anv portion thereof, unless and until sucn
assignment, transfer, sub-lease or operating agreement is approved by the LESSOR. Any such instrument shall be filed with
LESSOR within ninety days from the date of final execution thereof, and when and provided it is approved by the LESSOR, shall
take effect as of the date of its execution. Subject to the necessity of approval as herein set out, all of the terms, covenants, conditions
and obligations of this lease shall extend to and shall be binding upon the successors in interest of the LESSEE. The L E S S E E
further agrees not to enter into any agreements limiting, restricting, prorating, or otherwise affecting the natural production from
said lands m any way or in any event without the consent in writing of the LESSOR first had and obtained.
Section IS. SURRENDER BY LESSEE—LESSEE may surrender this lease as to all or any part of the leased lands but not
less than a quarter of a quarter section or a surveyed lot, by filing with the LESSOR a written relinquishment; which relinquishment shall be effective as of the date of filing and thereupon L E S S E E shall be relieved from any liability thereafter to accrue as to
the lands so surrendered, provided that such surrender shall not relieve L E S S E E from any rental or royalty obligations accruing
prior to the date of such surrender, and provided further that such surrender shall not relieve LESSEE'S obligation to properly
plug and abandon any well drilled prior to such surrender, unless LESSOR a t the time or prior to such relinquishment shall have
requested L E S S E E not to plug and abandon any well not theretofore plugged or abandoned.
If any portion of the leased lands are surrendered, the annual rental payable hereunder shall hereafter be reduced proportionately.
Section 24. EXCESS HOLDINGS—LESSEE agrees to observe faithfully the provisions of Title 86, Chapter 1, Section 18,
Utah Code Annotated 1943 as amended.
Section IS. FAILURE OF LESSOR'S TITLE—It is understood and agreed that this lease is issued only under such title as
the State of Utah may now have or hereafter acquire, and that the LESSOR shall not be liable for any damages sustained by the
L E S S E E , nor shall the LESSEE be entitled to or claim any refund of rentals or royalties theretofore paid to the LESSOR in the
event the LESSOR does not have the title to the minerals in the leased lands. If LESSOR owns a less interest in the leased lands
than the entire and undivided fee simple estate in the leased minerals, then the royalties herein provided shall be paid the LESSOR
only in the proportion which its interest bears to said whole and undivided fee simple mineral estate in said lands.
Section 16. NOTICES—All notices herein provided to be given or which may be given by either party to the other except as
otherwise provided by law shall be deemed to have been fully given when made in writing and deposited in the United States mail,
postage prepaid, and addressed as follows:
to the LESSOR—
State Land Board
105 State Capitol
Salt Lake City 1, Utah
and to the L E S S E E —

ContlnmUl Oil Coopengr
1755 Glener* Place,
Denver 29 Colorado

The addresses to which the notices shall or may be mailed, a s foresaid to either party, shall or may be changed by written
notice given by such party to the other as hereinabove provided.
Nothing herein contained shall preclude the giving of any such notice by personal service.
IN WITNESS

A;-

^ —^

WHEREOF,

"~r\

the parties have hereto subscribed their names the day and year first above written.

/*'

£14&*~

Aaet
STATk

OF UTAH

COUNTY

OF

On t h e

16

Salt Lake
day of October

19 5 3 » Personally appeared before me

j ^ m JJ

Smith

'

who being by me duly sworn did say t h a t he is the Executive Secretary of the State Land Board of the State of Utah and t h a t said
instrument was signed in behalf of said Board by resolution of the Board, and said

*

«

5mi * h

acknowledged

to,mi/~
m i / t h a t said Board executed the same in behalf of the State of Utah.
/Given under my hand and seal this 2 £
day of

October

Jfy commission Expires:

October 13

r<rS J -4$LL

1956

^Notary Publiotfeaiding t

Salt Lake City, Utah
STATE

OF

COUNTY

\

OF

)

On the

day of

19

, personally appeared before me

the signer of the above instrument, who duly acknowledged to me that
Given under my hand and seal this

executed the same.

day of

19

My commission Expires:
Notary Public, residing at:

STATE

£F

COUNTY
On the

COLORADO
OF DENVER
^

^ a y of

October

19

53 , personally appeared before me

who being by me duly sworn did say t h a t he is an officer of

Continental

Oil

J . W. LIDDELL
Company

was signed in behalf of said corporation by resolution of its Board of Directors, and said J «
to me that said corporation executed the same.
Given under my hand and seal this ^ ^ d a y of

October

My commission Expires: My Commission expires Octobtr 1, 1957

'V •

and that said instrument

LIDDELL

^

i£3

*^*^,^

5?

acknowledged
.

^^1envep,

Colorado

Proof Read
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0/7 and Gas Lease
THIS INDENTURE OF LEASE entered into in duplicate this l 0 t h
dav of
April
^ ^
J0
berween
the Stare Land Board. Room 105. State Capitol Building, Salt Lake Citv 14, Utah, acting in behalf of the State of Utah, hereinafter called

the LESSOR, and

MIDtfEST O I L CORPORATION

1700 Broadway
Denver 2, Colorado

hereinafter called the LESSEE, whether one or more, under and pursuant to Title 65, Utah Code ^nnorared, 1953.

WITNESSETH:
Section I. RIGHTS OF LESSEE—That Lc<sor. in consideration of the rents and royalties to bf paid and the covenants and agreements
hereinafter contained and to be pertormed bv Lessee, does hereby grant and lease to LESSEE the ntjht to pro«pect and explore for and the
exclusive right and pmtiege to drill for. extract, remove and dispose ot ail oil and gas in or under the tollovung described traa of land in the
County of
Uintah
^tate °* ^ u n » t°*wit:

All of Section Thirty-two ( 3 2 ) , Township Ten (10) South, Range Iventy-one (21)
East, Salt Lake Meridian,

containing
*
acres, more or less, tofether with the nfhtj to construct and maintain thereon all work*, buildings, plants, waterwar*, road*, communication lines, pipe line*, reservoirs, tanks, pumping stations, or other structures necessary to the full enjoyment thereof,
subject, however to the conditions hereinafter set forth.
The term gas as used in this lease shall be interpreted to include any substance, either combustible or non-combustible, which is produced in
a gaseous state trom the earth and which maintains a gaseous or rarefied state at ordinary temperature and pressure conditions, and shall not
include gas which results from transformation ot solid hydrocarbons by artificial introduction of heat
The term oil as used in this lease shall be interpreted to include any liquid hydrocarbon substance which occurs naturally in liquid form
in the earth, including drip gasoline or other natural condensates recovered from gas, and shall not include oil which results from transformation
of solid hydrocarbons by artificial introduction ot neat.
Stctton 2. TERM OF LEASE—This lease, unless terminated at an earlier date as hereinafter provided, shall be for a primary term of five
years from and after the first day of the month next succeeding the date ot issuance hereof and for so long thereafter as oil and gas or either
of them fa produced in paving quantities from tne leased premises.
If drilling operations are being diligently prosecuted on the leased premises at the end of the primary term of any oil and gas lease,
the primary term ot <aid lease shall be automatically extended for a term of two additional years. An extension rider shall be issued bv the
state land board within thirty davs after the expiration ot the primary term and upon application of the lessee and satisfactory «howmc ot due
diligence in prosecution ot such drilling operation All provisions oi the lease will remain in full force and effect during the extended term
Lessee shall be entitled to an extension of five years on this lease tf Lessee makes application within 90 days prior to the expiration of the
lease and providing the following requirements are met
(1)

Rentals due have been paid and all abandoned wells have been properly plugged.

(2) The land under lease does not lie within four sections in any direction from a section with a commercially productive well fir«t d w
covered after the date of issuance ot the lease unless tne «aid lessee had at least a 23% working interest in such first discovered well at the time ot
discovery.
(3)

The application for extension is accompanied by the advance payment of rental for the sixth year.

{4) If a bond was required and filed with the lease, consent of surety to the extension must be filed ot a new bond filed, unless the bond
with the record covers all extensions ot the lease.
The fact that drilling operations are being diligently prosecuted on the leased premises at the expiration of an extended term of this lease
shall not extend its term, and in no event «hail the term of this lease be extenacd beyond ten years from the first day of the month following
its date of issuance, except Afc provided bv section 65-1-8S .U.C.A.
_
J CM n n — • - ™ « — « « « . . — «-u — « « ^ M » - r -

T2LZ5 per acre tor tne first year .and SI.00 per acre per annum thereafter.
Section 3. A N N U A L RENTAL—Lessee agrees to pay to Lessor annually m> • e ^ w e e - a q - n * i w a ^ H r e ^ w m ' ^ n j i i e ^ H a ^ - ( $ l ^ r , T g ^ » c r g :
Any such rental paid hereunder shall be credited acainst the royalties, if any, which may accrue on production dunng the year for which such
rental u paid.
Section 4. ROYALTIES
(a) Oil—LESSEE agrees to pav to LESSOR a royalty of twelve and one«half per cent (W/ifc)
or such higher per cent as is now provided
by Chapter 1. Title 65. U C.A. 1953 as amended, of the oil produced and saved from the leafed premises: or. at the option ot LESSOR.
to pay to LESSOR the cash value of «uch rovaltv oil When paid in monev, the royalty shall be calculated upon the rea«onable market value
of the oil at the well, including any «ub«idy or extra payment which the lessees, or any successor in interest thereto, may receive, without regard as to whether such suosidy or extra payment shall he made in the nature of money or other consideration, and in no event «hall the royalties
be based upon a market value less than that used bv the United States in the computation of rovalties. if anv, paid by this LESSEE to the
United States of America on oil of live grade ana gravity produced in the same field. When LESSOR elects to take royalty oil in kind such
royalty oil shall be delivered on tne premises where produced without cost to LESSOR at such time and in such tanas provided by LESSEE a*
may reasonably be required bv LESSOR, but in no event shall LESSEE be required to hold rovaltv oil in norage bevond the last dav ot tne
calendar month next following the calendar montn in which the oil was produced. LESSEE shall not be responsible or held liable for the lo«s
or destruction of rovaity oil in storage from causes over which LESSEE has no control.
(b) Cas—LESSEE also agree.* to pay to LESSOR twelve and one half per cent < 12lA9S>) or such higher per cent as is now provided bv
Chapter 1. Title 65. U C A 1953 as amended, ot tne reasonable market value at the well o f all gas produced and <aved or <old from the lea«ed
premises. Where gas is sold under a contract, and *uch contract has been approved in whole or conditionally bv the LESSOR, the rca«onat>le
market value ot such gas for the purrose ot determining the royalties payable hereunder «hall be the price at wnich the production is «old. provided that in no event *ha»l the price lor gas He ie«s than that received bv tne United States of America tor us royalties fiom ga« of like trade
and quality from the «ame field Provided expre««lv tnat the rea«onab!e market value of proce«sed or manufactured or extracted products, for the
purpose of computing royalties hereunder, shall oe the value after deducting the cows of proce«.«ine. extracting or manufactu-e ctccm that
the deduction tor such costs mav not exceed two-thirds ot the intount of the cross oi anv «uch product* without aoproval bv the LESSOR and
provided further that the maricet value of extracted, processed or manufactured products used in the vomputation ot rovalties hereunder shall
not be less than the value used by the United States in its computation of royalties on similar products resulting trom production ot like grade
and quality in the same field
(c) Other Substances—Should the LESSEE encounter or discover on the leased premises any mineral substances other than otl and gas
or either ot them, as hereto denned, the LESSEE shall immediately report such fact to the LESSOR.

(c> Anv -crctmvnt to ercatc or anv 4««.cnmcnt ercatmc overriding royalties or payment* mil of product »n of anv Ua*c ^ . r . u i n ^
rcr
eent ol the value 01 production r o m m d or .old from t-u lea-cd land- -mil Kc M i n „ . a U ) the juihontv »l tnc tau MIIJ h.. rd to r^mrc t-u
proper parno tnercto to *u«prnd or m..Uitv MUII nivalin* or pjvmcnt* ..it ..t prodiution in .«uh nwniur i* mav n» n iMinanlc wmn anu dur
tnc «uch period- ol time a- thev nuv ton«utiitc an unuuc n-n.»n.ic nirdvn upon the rea-onanlc opentmn* oi >.un i n c
LESSOR mav at it« option ta*c it* rotahy ca« in Kind at well «torc
furnish an> «torai»c fao! • - '" -~\irv ca'
Section 3 .

provided cxprc«*lv that LESSEE «hul »v under no onlicaunn to

RIGHTS RESERVED T O LESSOR—The LESSOR expressly reserve*:

(s) Easements and Rich a of Way—The nght to permit for joint or several use in a manner which will not unreasonably interfere with
LESSEE'S operanons hereunder, such easement* or nghts of way upon, through or in the land hereby leased as may be necessary or appropriate to the working of other lands belonging to the LESSOR containing mineral deposita, or to the working of the land hereby leased
for other d u n die hereby leased substances, and for other public purposes.
(b) Surface Duposinon—Leasing for Other Deposita—TTie right to use. lease, sell or otherwise dispose
lands, or any part thereof, under cxisnng state laws, subject to the nghta herein granted and insofar as
said surface is not necesssry for the use of the LESSEE in the exercise of the nghts ranted LESSEE
lease mineral deposits, odier than die hereby leased substances, which may be contained in said hereby

of the surface of ssid * * * } * ' ' J f * 1
in the judgment of die LESSOR,
hereunder, and also the nght to
leased lands.

(c) Uninxanon—The nght. with die consent oi the LESSEE, to commit the hereby leased lands to a unit or cc-operanve plan of development and to establish, alter or change the drilling, producing and royalty requirement! and term of dus lease to conform hereunto.
(d) Production Control—The nght to titer or modify the quantity and rate of producnon to the end that waata may be eliminated or
that producnon may conform to the LESSEE'S fair share of allowable producnon under any system of state or national curtailment and
proranon audiorucd by law.
Section 6

DRILLING A N D DEVELOPMENT PROVISIONS.

(») Drilling Requirement-At anv time after one year from the date of this lease, LESSOR may at its discretion, by written nonce to
LESSEE, require LESSEE to commence operanons for the dnlling of a well upon die leased premises widun not less dian one hundred
twenty days from the mailing of such nonce to LESSEE. Upon LESSEE'S failure to so commence dnlling operanons widun the nme so
required, this lease shall terminate and be without further force or effect. Failure of LESSEE to comply widi such requirement of LESSOR
as to commencement of dnlling operanons snsll impose no liability upon LESSEE odier dian in respect to die resultant tenninanon of
LESSEE'S nghts under dus lease.
(b) Offset Wells—Subiect to die nght of surrender as provided in this lease, LESSEE shall protect die oil and gas under die leased
premises from drainage from adiacent lands or leasee, and die LESSOR expressly reserves the nght to require die commencement, com*
plcnon and operation of a well or wells, diat it considers necessary for die protection of die leased premises from adiacent landa or leases.
(c)

Diligence—Proper Operanons—LESSEE agrees:

(1) Airer discovery and subject to the nghta of surrender herein provided, to exercise reasonable diligence in producing od and gas
and in the dnlling and operanng of wells on die land covered hereby, unless consent ro suspend operations temporarily is granted by die
LESSOR; and
(2) To carry on all ©pennons hereunder in a good workmanlike manner in accordance with approved methods and praences, having
due regard for the prevention of waste of od and gas, or die entrance of water to the oil or gas bearing sands or strata, to die desrrucnon
or iniury of such deposits, to the preaerranon and conscrvmnon of die property for future productive operanons, and to die health and
safety of workmen and employee*; «od
—
(3) T o take every reasonable precauoon to prevent water from migranng from one stratum to any other and to protect any water bearing stratum from contaminanon; and
(4)

T o securely and properly plug in an approved manner any well before abandoning ir, and

(5) To not dnll any well except in conformiry with lsw and with rhe rules and regulations of the Utsh Oil & Gas Conservation Commission, and
(6) To conduct all operanons subfect to the inspecaon of the LESSOR and to carry out at the LESSEE'S expense all reasonable orders
and requirement! of die LESSOR relative to the prcvennon of waste and prescrvaaon of die property, and die health and safety of workmen;
and on failure of die LESSEE so to do the LESSOR shall have die right, togedver with other recourse herein provided, to enter on die
property to repair damages or prevent waste at die LESSEE'S expense; and
(7) To conduct all operanons under dus lease in accordance with die LESSOR'S rules and regulations governing exploranon for and
producnon of od and gas which are now in force, and with such reasonable rules and rcgulanons aa hereafter may be adopted by die
LESSOR; and
(8) To reimburse die owner or leasee of die surface of die leased premises, for actual" damages diereto and tnniry to tmprovemena
diercon resulnng from LESSEE'S operanons hereunder, provided diat LESSEE shall not be held responsible for acta of providence or occurrences beyond LESSEE'S coorroL
Section 7. DRILLING BOND LESSEE agrees at die nme o( commencement of dnlling operanons to furnish a bond widi an approved
corporate surety company audionsed to transact business in die S a t e of Utah, or such odier surety as may be acceptable to die LESSOR, in
die penal sum of not more dian Five Thousand (55,000.00) Dollars condiooned upon die payment of all moneys, rentals, and royalnes accruing to the LESSOR under die terms hereof, and upon die full compliance with sli other terms and conditions of this lease and rhe Rule*
and Regulanons relating hereto, and also condinoned on die payment of all damages to die surface and improvements diereon wnere die
lease covers landa, die surface of which has been sold or otherwise leased. Such bond or bonds furnished prior to die development of die
lands contained in dus lease may be increased in such reasonable amounts as die LESSOR may decide after discovery of od or gas.
Trie LESSOR may waive die provisions of dus secnon, aa to dus lease, upon die furnishing of a blanket bond by LESSEE extending to
and including LESSEE'S operanons hereunder.
Section a* LOGS • REPORTS - MAPS — LESSEE agrees to keep a log, in a form approved by the Oil and Gas Conservation Commission, of
each well dnlled by LESSEE on the leased lands, and agrees to file the same, together with such reports, maps and supplements as may be required, with said Commission LESSEE also agrees to furnish LESSOR copies of such logs, reports, snd any other informanon which LESSOR
tiav request from nme to time.
Section 9. CABLE TOOL WELLS-NOTICES OF WATER ENCOUNTERED—LEAVING OF C A S I N G - i n die drilling of wells by
cable cools under audionty of dus lease, all water bearing strata shall be noted in the log. LESSEE shall promptly five nonce to LESSOR
when water has been encountered and such nonce shall include an esnmatc of die possible amount of flow of said water. LESSOR may, aa
herein below provided, in any case where a cable tool well dnlled hereunder would odierwise be abandoned, elect to require diat all or
any part of the casing shall be left in any well when LESSOR deems it to the interest of the Sure of Utah to maintain said well for water.
If LESSOR so elects, it shall so noofy LESSEE of such elccnon within fifteen days after receipt from IESSEE of nonce of intention to
abandon any cable tool well where water has been encountered. In any case m which the LESSEE incorporates in die nonce of discovery
of water a dedaranon diat LESSEE desires to plug and abandon the well, such nonce of clecnon shall be given by LESSOR or LESSEE widv
in twenty days after receipt of such nonce of discovery. If LESSOR t o notifies LESSEE it shall speedy in the nonce of election what part
oi* the casing is to be left in die well Failure of LESSOR to give such nonce of election widun the tunes provided herein shall be deemed an clecnon by LESSOR not to require any casing to be left in die wclL
Section 10. DEFAULTS OF LESSEE—Upon fadurc or default of the LESSEE or ASSIGNEE to comply widi any of die provmona or
covenants hereof die LESSOR is hereby eutnorued to cancel this lease and such canceUaaon shall extend to and include all nghts hereunder aa to die whole of die tract so claimed, or possessed, by die LESSEE or ASSIGNEE so dcfaulnng, but shall not extend to nor
affect the nghts of any odier LESSEE or ASSIGNEE claiming any pornon of the landa upon which no default has been made; provided, diat
in the event of a default LESSOR shall before anv such cancellation shall be made, send by registered mail to the LESSEE or ASSIGNEE
so dcfaulnng, to die postofftce address of said LESSEE or ASSIGNEE, as shown by die records of the LESSOR, a nonce of intennon to
cancel specifying die default for which cancellation is made, and if within thirty (30) daya from die date of mailing said nonce, die said
IF*v5FE or ASSIGNEE snail have paid all rents or royalnes in default, and shall h a w to die satisfaction of the LESSOR commenced to
remedy any other default epcaaed in said nonce, there shall not be a cancellanon thereof.
Secnon II. LESSOR'S RIGHTS OF ACCESS TO LEASED PREMISES A N D LESSEE'S RECORDS-lt ia understood and agreed by and
between the parties hereto that LESSOR, its officers and agents, shall have ma nght at all reasonable tunes ro go in and upon die leased
lands and premises during die term ot said lease to inspect tnc work done and the progress thereof on said lands and the products on-

Section 12 TRANSFERS OF INTEREST BY LESSEE—LESSOR will not permit an? assignment of this less*, or of an? interest thereto,
or any tub-lease or opersnnc sfrccment as to the leased lands, or any portion thereof, unless and unnl such aaittjnmcnc, rranaicr, w W a «
or operating agreement is approved br the LESSOR. Any such instrument shall be filed with LESSOR within ninety day* from the date of
final execunon thereof, and when and provided it u approved by the LESSOR, shall take etfect m of the date of i a execuaoa. Subject
to the necessity of approval as herein set out, all of the terms, covenants, condinons and obligations of this lease shall extend to and
shall be binding upon the successors in interest of the LESSEE. The LESSEE further sgrecs not to enter into any agreements linunng,
resmenng, prorsnng, or otherwise aJecnng the natural production from said lands in any way or in any event without the consent in
wnong of the LESSOR first had snd obtained.
Sectton 11 SURRENDER BY LESSEE—LESSEE may sumndrr this lesse as to all or any part of the leased lands but not less than a
quarter of a quarter section or a surveyed lot, by filing with the LESSOR a written relinquishment, which relinquishment shall be «£«*>
nve as ot the date of filing and thereupon LESSEE shall be relieved from any liability thereafter to accrue as to the lands so surrendered,
provided that such surrender snail not relieve LESSEE from any rental or royalty obligations accruing prior to the date of such surrender,
and provided further that such surrender shall not relieve LESSEE'S obliganon to properly plug and abandon any well drilled prior ID such
surrender, unless LESSOR st the tunc or prior to such relinquishment shall have requested LESSEE not to plug and abandon any well not
theretofore plugged or abandoned.
If any portion of the leased lands are surrendered, the annual rental payable hereunder shall hereafter be reduced proportionately.
Section U
W A T E R — I f the Lessee shall initiate or establish any w a t e r right on the leased premises such a right shall become an appurtenance of the leased premises, and. upon the termination of the lease, t h e Lessee shall convey the right to the Lessor.
Section 15 FAILURE OF LESSOR'S TITLE—It is understood and agreed that this lease is mmd only under sucn s d e as the State
of Utah may now have or hereafter acquire, and that the LESSOR shall aot be liable for any damages sustained by the LESSEE, nor shall
the LESSEE be entitled to or claim any refund of rentals or royalties theretofore paid to the LESSOR in the event the LESSOR does not
have the ntle to the minerals in the leased lands. If LESSOR owns a less interest in the leased lands than the ennnt and undivided fee
simple estate in the leased minerals, then the royalnes herein provided shall be paid the LESSOR only in the proportion which its inrrcst
bears to said whole and undivided fee simple mineral estate in said lands.
Section 16 NOTICES—All nonces herein provided to be given or which may be given by cithci party to the other, except as otherwise
provided by law, shall be deemed to have been fully given when made in wnnng and deposited in the United States mail, postage prepaid, and
addressed to the last known address of the panics.

Section 17 CONSENT TO SUIT—Lessee consents to suit in the courts of the State of Utah in any dispute ansing under the terms of this
lesse or as a result of operanons earned on under this lease Service of process in any such acnon u hereby sgrced to be sufficient if sent by registered mail to the Lessee »t the last known address appearing on Lessors records

IN WITNESS

WHEREOF,

the panic* have hereto subscribed their names the day and year first above written.

STATE OF UTAH
STATE LAND BOARD
r
ATTEST:

0

/

'waian

MIDWEST OIL CORPORATION

^

n

STATE OF COLORADO-

? .

CITY AND COUNTY OF DENVER )
On the J? \ day o f
b e f o r e me,
DOUGLAS V. KNOX
t h a t he i s the
Vice P r e s i d e n t

y^u ~;

A. D. 1964, personally appeared
1» w ho being by me duly sworn, did say,
• of MIDWEST
-•—•—' • • • - • » » OIL
V4.A4 CORPORATION,
w v t U U I U U L U l l , and
ttUU that
t ( l 4 L said
531(1
u i s c r u a e n c was s i g n e d in b e h a l f of aaid c o r p o r a t i o n by a u t h o r i t y o f i t s b y - l a w .
d theDOUGLAS
. acknowledged t o . e t h a t . a i d c o r p o r a t i o n
'
eand
x e c us at ei d
same. W. KNOX
K
Notary
ic
u v k s i j r >pUuUbIlxi

My conmission expires-My Commission expires June 28, 1967
'

STATE OF UTAH

1

COUNTY OF SALT LAKE

J

MARY WELCH

On the
day
'%4
19
, personally appeared before m e Max C. Gardner, who being by me duly
s w o r n did say t h a t he is Director of the State Land Board of the S U t e of Utah and that said instrument was signed in behalf of
amid Board by resolution of the Board, and said Max C Gardner acknowJeded to me t h a t said Board executed the same in behalf
of th« S U t e 01 U U h .
Given under my hand and aeal this

day of

19
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P^/^u. L^J^^ a&/

/,-u-x^
;: ! :V.CATE
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GAS PURCHASE AGREEMENT

THIS AGREEMENT is aade and entered into this 22nd day of January, 1982, by and
between BELCO DEVELOPMENT CORPORATION, One Dag Hammarskjold Plats, New York, New York
10017, hereafter •Seller,- and MOUNTAIN* FUEL SUPPLY COMPANY, a Utah corporation, Post
Office Box 11361, Salt Lake City, Utah 84139, hereafter "Buyer.*

(Seller and Buyer are

collectively referred to as "the parties.")
THE PARTIES REPRESENT AS FOLLOWS:
1.

EL PASO NATURAL GAS COMPANY and BELCO PETROLEUM CORPORATION entered into a

Gas Purchase Contract dated February 20, 1961, pursuant to which Belco Petroleum
Corporation agreed to sell, and El Paso agreed to purchase, gas produced from the subject
lands which are located in the Chapita Wells Area, Uintah County, Utah.
2.

On April 15, 1961, El Paso assigned all of its right, title and interest in

the February 20, 1961, Contract to Buyer. On December 1, 1980, Belco Petroleum
Corporation assigned all of its right, title and interest in the February 20, 1961,
Contract to Seller.
3.

The February 20, 1961, Contract has been amended numerous times. Such

Contract, as amended, is hereafter referred to as the "Existing Contract."
4.

On December 4, 1981, the fixed term of the Existing Contract expired.

The

parties intend that this Agreement, oncei^--itJUc«cuted, be effective from the date of the
expiration of the fixed term of the Existing Contract.

Upon becoming effective, this

A^r#e«gn» willftfft**"<t%t><pntaf rollover contract," as defined in Sections 2(12) and
106(b) of the Natural Gas Policy Act of 1978.
5.

Seller owns or controls natural gas produced from or allocated to the lands

and leaseholds which were dedicated under the Existing Contract and which are described in
Exhibit "A" to this Agreement, attached hereto and incorporated herein (such lands and
leases and the gas wells thereon are referred to respectively as the "subject lands" and
the "subject wells").
6.

Seller desires to deliver and sell, and Buyer desires to receive and

purchase. Seller's share of such natural gas under the terms and conditions set forth
below.

THEREFORE THE PARTIES ACREE AS FOLLOWS:
ARTICLE I
Definitions
The following definitions shall apply whenever the defined terms are used in
this Agreement:
X-i. "Gas" means all merchantable combustible gas or vapors including, but not
limited to, natural gas, casinghead gas and plant residue gas remaining after processing
of natural or casinghead gas.
1*2. 'Well* or "gas well" means a well delivering gas into the gas gathering
system.
2-3. A "day" is 24 consecutive hours beginning at 12:00 noon local time on each
day; and a "month" or "year" shall begin at 12:00 noon local tine on the first day of such
month or calendar year and ends at 12:00 noon local time on the first day of the month or
calendar year following such period*

A calendar quarter is a period of three consecutive

calendar months that begins on the first day of January, April, July or October*
1-4* "Cubic foot of gas" means the quantity of gas contained in one cubic foot
at a temperature of 60" Fahrenheit and a pressure of 14*73 pounds per square inch
absolute*
1-5. "Mcf" means 1,000 cubic feet.
1-6. "Psig" expresses pressure in pounds per square inch gauge.
1*7. "Psia" expresses pressure in pounds per square inch absolute.
1-8. "Btu" means British thermal unit.

One Btu is the quantity of heat required

to raino the temperature of one avoirdupois pound of pure water lrom 58.5" Fahrenheit to
59.5" Fahrenheit under a pressure equivalent to that of 30.00 inches of mercury at 32"
Fahrenheit under the gravitational force of 980.655 cm. per second per second.
1-9.. "MMBtu" means 1,000,000 Btu's.
1-10. "Inert substances" means noncombustible substances contained in the gas,
including, but not limited to, helium, carbon dioxide and nitrogen.
1-11. "Atmospheric pressure" means, for measurement purposes, 12.4 pounds per
square inch, irrespective of thi? actual elevation or location of the point(s) of delivery
above sea level.
1-12. "Common source of supply" means an underground reservoir containing a
common pressure-connected accumulation of gas and associated oil, if any.
1-13. "FERC" means the Federal Energy Regulatory Commission or any successor or
other federal governmental agency (including the United States Congress) vested with

jurisUiction to regulate the maximum base price of any portion of the natural gas subject
to this Agreement.
1-14• "NGPA* means, collectively* the Natural Gas Policy Act of 1978, any
subsequent amendments to the Act, any legislation superseding the Act and the regulations
promulgated pursuant to the Act or such superseding legislation by the FERC.
1-15. *Basc price* moans the wellhead price per MMBtu of gas, exclusive of any
adjustments for taxes and production-related costs such as compression, gathering,
processing, treating or other similar costs.
ARTICLE II
Agreement to Sell and Reservations
Il-i; Seller hereby agrees to sell to Buyer, if and when produced, all gas owned
or controlled by Seller, produced from or allocated -to Seller's interest in the subject
lands, except that Seller expressly reserves to itself gas required for:
(a)

Drilling, developing and operating wells.on Seller's lands and leases
on or contiguous to the subject lands, or within the boundaries of any
unit plan of operation to which any of the subject lands may be
committed}

(b)

Delivery to Seller's lessors in any amount required to meet Seller's
obligations under the provisions of Seller's leases covering the
subject lands;

(c)

Use as fuel or shrinkage in processing plants for the extraction of
nonhydrocarbons or liquefiable hydrocarbons, or for treating gas to
remove hydrogen sulfide or other impurities, or use as a fuel in
compressor plants;

(d)

Development and operation of Seller's lands and leases from which gas
is delivered, including, but not limited to, gas required for the gas
lifting of oil, but only if the gas used and the oil to be lifted are
produced from the same common source of supply; and

(e)

Sale and delivery to others during periods of force majeure hereunder
to the extent necessary to prevent the termination of any of Seller's
leases because of non-production.

II-2. Seller shall have the right at any time during the term of this Agreement
to process or cause to be processed any gas produced from the subject lands for the
recovery of liquid and liquefiable hydrocarbons before delivery of such gas to Buyer at
the delivery point specified in Section V-l. However, Seller shall not have the right to

process any gas if* MM a result of such processing, the gas cannot meet the quality
specifications set out in Section XX-1.
11-3• Subject to the other provisions of this Agreement, the control, management,
and operation of the subject lands and wells thereon shall be and remain the exclusive
right of Seller, including without limitation, Seller's right to drill new wells, to
repair old wells, to plug and abandon wells and to surrender nonproductive and
nonparticipeting leases owned or controlled by Seller.
ARTICLE III
Term
III-l. No notification other than the execution of this Agreement shall be
necessary to cancel the Existing Contract and such cancellation shall be treated as
occurring immediately prior to the time this Agreement becomes effective*
III-2. Once executed, this Agreement shall be effective as of 12:00 noon on
December 4, 1981, and, subject to the terms hereof, shall continue in full force and
effect until December 31, 1984. Provided, however. Seller shall not enter into any
agreement for the sale of gas subject to this Agreement with any third party until Buyer
has been offered and has had an opportunity to match any bona fide offer that Seller has
received from a third party who is not an affiliate of Seller,
ARTICLE IV
Well Connection and Commencement of Deliveries
IV-1. At Seller*s request. Buyer shall connect, or have connected, any subject
well to its gathering system.

If the test of the deliver ability of the well, made in

accordance with Section VI-2, shows that the well does not have an average daily
deliverability of at least 500 Mcf times the number of sales of pipeline installed to
connect the well, Seller shall make a contribution in aid of construction to Buyer. This
contribution shall be in an amount which equals the product of Buyer9 s total cost of
connecting the well and a fraction, the numerator of which is 500 Mcf times the number of
miles of pipeline installed by Buyer minus the average daily deliverability of the well,
and the denominator of which is 500 Mcf times the number of miles of pipeline installed by
Buyer. Whenever Buyer simultaneously connects two or more wells using a common pipeline
segment, the average daily deliverability of the connected wells shall be aggregated for
purposes of determining whether Seller is required to make a contribution in aid of
construction.
IV-2. Buyer, in its sole discretion, may release Seller from such part of its
obligation to make contributions in aid of construction under this Article as Buyer

IV-3. Irrespective of whether Seller has made a contribution in aid of
construction under Section IV-1, all facilities installed to connect one or more wells to
Buyer's nystem shall remain the sole and exclusive property of Buyer.
IV-4. Except for gas produced from wells connected on or before the effective
date of this Agreement, Buyer's initial obligation to take or pay for gas in accordance
with Section VI-4 from any well properly equipped and capable of producing gas (even
though qas may not have begun to flow) shall commence on the earlier of (a) the date such
well is first connected to Buyer's facilities, or (b) €0 days following the latest of: (i)
the effective date of this Agreement; (ii) the date when all necessary governmental
authorizations to commence the purchase and sale of gas contemplated by this Agreement
have been received and accepted by the parties; (iii) the date Buyer acquires the
necessary right-of-way permits; or (iv) the date on which Buyer is first able to begin
installing the pipeline to connect the well, if Buyer previously has been prevented from
doing so by a force majeure situation including adverse weather conditions. Buyer agrees
to apply for all necessary right-of-way permits promptly after Seller notifies Buyer that
Seller has commenced completion of such well as a producer and to pursue all such
necessary permits and applications with due diligence.
ARTICLE V
Delivery Point, Pressure and Compression
V-l. The delivery point of gas sold under this Agreement shall be the Master
Meter Station No. 105 installed by Buyer or such other points as the parties agree to in
writing. Title to and ownership of the gas shall pass to and absolutely vest in Buyer at
the delivery points.
*V-2. Buyer shall be required to take, or to pay for if not taken, any gas that
Seller can deliver against a line pressure of 550 psig in the amounts and manner provided
in Article VI. II any gas cannot be delivered against a line pressure of 550 psig. Seller
shall be required to compress the gas to the extent it can do so through the use of its
compression facilities that are in place at the date of execution of this Agreement.
Seller shall operate such facilities at its sole cost and expense and maintain them in
good working order at all times. If gas cannot be delivered against a line pressure of
550 psig through the use of Seller's compression facilities, and additional compression is
needed. Buyer may, at its option, compress the gas so that it may bring the gas into its
system.

Should Buyer elect not to compress such gas, it shall give notice to Seller and

Seller nhnll have 60 days from the date of such notice within which to elect to install
additional compressors to compress the gas. Upon Seller's failure to elect to compress
any qns. the a«is whifh in inr.iniKi- ~* w-;— J~**

^» •--

prcnsuro of 550 p*ig shall be released from this Agreement.
obliqntiou to compress any casinghoad gas, if necessary.

Seller shall have the

Any party installing compression

equipment shell also install pulsation dampening equipment which, in Buyer's judgment,
will prevent gas measurement inaccuracios.
ARTICLE VI
Delivery Rates and Payment for Gas Hot Taken
VI-1. Subject to the provisions of Section VI-7, Buyer shall take from the
subject lands each year, or pay for if not taken, an amount of gas equal to the "contract
quantity," which shall be 75% of the sun of the following amounts:
(a)

100% of the casinghoad gas produced during the y«ar from crude oil
wells located on the subject lands (all of which casinghcad gas Buyer
must take and pay for); and

(b)

the combined annual deliverability, as determined under Section VI-2,
of all gas wells which arc subject wells. Provided, however, if the
gas delivered from a well does not meet the quality specifications set
out in Section IX-1, the deliverability of such well shall not bo
included in computing the contract quantity unless the gas is treated
to bring the gas into confornity with such specifications.

'VI-2. The annual deliverability of each subject, well shall be determined as
folJown:
(a)

During the last two weeks of the November preceding the year for which
the deliverability is being established, a seven-day test shall be
conducted against the existing line pressure at the point of delivery
which pressure shall not exceed 550 psig.

In the year in which

deliveries from a well initially commence, the test shall be conducted
approximately 120 days after commencement of deliveries, unless
otherwise agreed by the parties.
(b)

If gas cannot be produced from any well during the scheduled test
period for temporary reasons, such as mechanical failure or the
reworking of the well, the test shall be conducted within 30 days
after the well commences production following such temporary shut-in.

(c)

The "average daily deliverability" measured in Mcf per day, shall be
determined by dividing the total Mcf delivered during the seven-day
test period by seven.

<d)

The "annual deliverability" shall be the average daily deliverability
nultiplicd by the number of days in the year for which the test is to

he applied; except the annual dcliverability of a well during the year
initial production shall be the average daily deliverability
determined by the initial test multiplied by the number of days from
the dato Buyer*s take-or-pay obligation with respect to such well
commences under Section IV-4 to the end of the year,
(el

In the event there is an increase or decrease in the deliverability of
a subject well exceeding 10%, either party may, by giving 15 days9
written notice, call for a special test to redetermine the average
daily deliverability of the well. The test results shall establish
Seller's average daily deliverability from the last day of such test
until the end of the current year or until the next special test, and
the annual deliverability determined under paragraph (d) shall be
recomputed using the redetermined average daily deliverability.

VI-3. If, on any day Seller does not deliver to Buyer the average daily
deliverability of gas when requested to do so by Buyer, the contract quantity shall be
reduced by the amount of the difference between the average daily deliverability and the
amount actually delivered on such day*

Provided, however, if on any such day the pressure

existing in Buyer's facilities exceeds 550 psig, the contract quantity shall be reduced
only to tin* extent that Seller, after providing the necessary compression it is required
to provide pursuant to Section V-2, would have been unable to deliver the average daily
deliverability on such day against a line pressure of 550 psig.
VI-4. Should Buyer fail to take the contract quantity in any year. Buyer shall
pay Seller for the "annual deficiency" which is the difference between the contract
quantity and the Mcf of gas actually delivered during the year. The annual deficiency,
calculated on an Mcf basis, shall be converted to MMBtu*s by attributing to each Mcf of
such deficiency the average MMBtu*s per Mcf for all gas delivered under this Agreement
during the year.

Payment for each MMBtu of the annual deficiency shall be that amount

determined by dividing the total amount paid, exc;pt tax and other direct cost
reimbursements, for all MMBtu of gas delivered during the year under the Agreement by the
total number of such MMBtu.

Buyer shall pay for the annual deficiency within 60 days

following the end of the year in which the deficiency occurred.
VI-5. If Buyer has paid Seller for any annual deficiency, Buyer shall have the
right during the five years following the year in which the deficiency occurred to make up
the annual deficiency by crediting payments previously made under Section VI-4 for such
deficiency against payments due for quantities of gas taken during any such succeeding
year which arc in excess of the contract quantity for such year. However- Buv<»r *h*ii r%»«

price in offect when the make-up gas is taken, including tax and other direct cost
reimbursements, and the price paid pursuant to Section VI-4.

If Buyer has not made up any

such deficiency as of the date this Agreement terminates, solely because the Agreement
terminated during the five-year period following the year in which the deficiency
occurred, the term of this Agreement shall be extended oh a month-to-month basis for a
period of not more than two years solely to permit Buyer to make up such deficiency by
continuing to take gas at not less than the annual rate specified in Section VI-1 and
crediting all such takes to the make up of such deficiency.

Provided, however. Buyer

shall incur no additional take-or-pay obligations during the two-year extension period.
Notwithstanding the foregoing, Seller may elect to repay Buyer (without interest) the
amount of any payment received by Seller for gas paid for but not taken instead of
extending the term of this Agreement.
VI-6. Seller shall reimburse Buyer for the amount paid for any deficiency
(without interest) which has not been, or will not be, nade up during the make-up period
for such deficiency, if:
(a)

The deficiency cannot be made up due to the cessation or inadequacy of
production during the period, in which case Seller shall pay Buyer
within 90 days following the earlier of:

(i) the last day of

production from the subject wells: or (ii) the expiration of such
period; or
(b)

The parties mutually determine, based upon the projected rate of
production from the subject wells, that a deficiency cannot be made up
within the make-up period in which case Seller shall pay Buyer within
90 days of such determination.

Provided, however. Seller shall not be required to reimburse Buyer for any deficiency
which cannot be made up due to inadequacy of production if such inadequacy occurs solely
because the pressure existing in Buyer*s facilities during the make-up period exceeds 550
psig.

Buyer shall not have any obligation to make expenditures to enhance production from

the subject wells in order to laake up any deficiency.
VI-7. In order to meet fluctuating market demand. Buyer shall have the right at
all times to take, and Seller shall have the obligation to deliver, quantities of gas from
the subject wells up to 100% of the ability of the subject wells to produce.
Notwithstanding the foregoing, however. Seller may control the flow of gas to the extent
it deems necessary based upon its asscssnent of the ability of any subject well to produce
without damage to the well or corresponding reservoir.

VI-t. If the talcing by Buyer or anyone else of gas from gas wells producing from
the **mc common source of supply as a subject well makes imminent the drainage of gas from
Seller4s acreage. Seller may notify Buyer in writing of the existence of such situation.
Upon receipt of such notice, Buyer shall regulate its takes from the common source of
supply, to the extent possible, in a manner that will protect Seller from drainage.
ARTICLE VII
Price
VII-1.

Gas Pricing.

For all gas delivered hereunder, the Btu content shall be

determined on the basis of the actual condition of the gas at the measurement point for
pricing purposes.

To the extent allowed by law. Buyer shall pay Seller the following

prices*
(a)

Regulated Gas Price. The price of any gas whose maximum base price is
regulated by.the FERC or by a properly constituted state authority at
the time of delivery ("regulated gas*) shall be the highest applicable
base price, including all applicable escalations, on the date the gas
is delivered.

For any gas qualifying as "tight-formation gas" under

FCRC Order No. 99, and any subsequent orders and regulations, the base
price, if the highest applicable price, shall be that base price
established bv *h^ rvvr

fnr yurh gas pursuant to its incentive pricing

au>fctffity under NGPA Section 1 0 7 ^ The total price for regulated gas
shall LUUHlSl of the base price, reimbursements of costs borne by the
-Seller for which reimbursement by Buyer is permitted under the
applicable statutes and regulations, and tax reimbursements m a d e ^ ^
pursuant to Section n i - 3 . Provided, however. Buyer shall not
reimburse Seller for any portion of the costs identified in Section
IX-3 that are borne by the Seller.
(b)

Unregulated Gas Price.
(i) Negotiation.

The price of any gas that is not subject to ceiling

price regulation at the time of delivery ("unregulated gas*) shall be
established through negotiation between the parties upon written
request for such negotiation made by either party.

In no case may

either party request a price redetermination through negotiation for
any gas for which there is in effect a negotiated price until the
expiration of at least one year from the effective date of the last
negotiated change in price.

In the event a price negotiation does not result in a mutually
agreeable price within 90 days of the date the request is made. Seller
may terminate this Agreement with respect to that portion of the gas
for which a negotiated price could not be established, subject to the
following terms and conditions;
(1) Seller has received a bona fide offer to purchase such gas
from a person who is not affiliated with Seller; (2) Seller has
offered to sell the gas to Buyer at the same price as that
specified in the bona fide offer and Buyer has not accepted
Seller's offer within 30 days of the date the offer is made; and
(3) Seller has accepted the bona fide offer and entered into a
binding contract with the offeror.

(Seller's acceptance of the

bona fide offer shall automatically terminate this Agreement with
respect to the gas subject to the offer.)
(ii) Fixed Price Subject to Escalation.

During any period in which a

negotiated price is not in effect for any unregulated gas, the initial
price of such gas shall be the higher of the following:
(1)

The price in effect for such gas at the end of the regulated
period; or

(2)

A price of $5,104 per MMBtu.

The initial price shall be subject to quarterly escalation
irrespective of whether gas was being paid for in accordance with this
subparagraph (ii) during any quarter preceding the quarter for which a
price is being established.

For gas delivered during the calendar

quarter commencing on January 1, 1982, (the "first calendar quarter")
the price shall be determined by multiplying the applicable initial
price by 1.015.

For gas delivered during any calendar quarter after

the first calendar quarter the price shall be determined by multiplying the price for the preceding calendar quarter by 1.015 as of the
first day of each calendar quarter succeeding the first calendar
quarter, up to and including the first day of the calendar quarter for
which the price is being determined.
VII-2.

Interim Collection Pending Eligibility Determination.

If Seller has filed

an application with the appropriate jurisdictional agency for a determination of
eligibility to collect an NCPA Section 102, 103, 107 or 108 price. Seller may collect such
* " - —*--..*->-, ~# ^i «nit><i l-i t-v in accordance with the terns and

conditions specified in the applicable FERC regulations and for the time period specified
in/those regulations.

Any interim price collected pursuant to this Section Vll-2 shall be

dubjoet to refund depending upon the final eligibility determination.
VII-3.

Tax Reimbursement,
(a)

Seller shall bear and be responsible for payment of all taxes assessed
with respect to the gas at or prior to its delivery to Buyer, and
Buyer shall bear and pay all taxes assessed with respect to such gas
after delivery*••Buyer shall reimburse Seller to the maximum extent
permissible tinder applicable law for all sales; occupation; production
(including production-based ad valorem taxes) f severance# excise, or
similar taxes (excepting other ad valorem, franchisef income or
similar taxes) borne by Seller, Including all such taxes which are
newly established or increased after the effective date of this
Agreement. The tax reimbursement payable with respect to gas whose
ceiling price is established under the NGPA shall be limited to
reimbursement of state severance taxes as defined in NGPA Section 110.
Provided, however, the tax reimbursement payable with respect to any
gas whose ceiling price is established under NGPA Section 106(b) shall
be subject to refund depending upon the ultimate disposition of FERC
Order 108, Docket No. RM80-21.

(b)

Tax reimbursement shall not include any interest or penalties due on
delinquent payments of taxes.

(c)

When necessary. Seller shall advise Buyer in writing as to Seller's
interest in production, if any, which is exempt from taxes*

(d)

This Section VIX-3 shall not apply to any sales of gas for which there
is in effect a price established under subparagraph VII-l(bMi).

Tax

reimbursements, if any, payable with respect to such gas shall be
established through negotiations.
VII-4.

Excess Royalty.

If, under any lease, the royalty payments Seller must pay

on gas sold under this Agreement are based upon a value which is, as a result of
governmental or judicial action, greater than the price then payable to Seller by Buyer,
the price shall be increased in an amount sufficient to reimburse Seller for such
additional royalty payments unless such reimbursement would cause the price payable for
gas under this Agreement to exceed any applicable maximum lawful price established by the
FKRC.

Should Seller become liable for such additional royalty payments. Seller shall

notify Buyer immediately and, within 90 days after the end of each month, Seller shall

prepare and submit to Duyer a statement setting forth the amount of such additional
royalties that Seller has paid during that month*

Buyer shall reimburse Seller by the

amount provided in this Section within 30 days of receipt of Seller's statement. Buyer
shall not be obligated to reimburse Seller for, nor shall Seller demand from Buyer# any
excoss royalty payments under this Section, until Seller has filed with the FERC or other
appropriate agency and received any necessary authorization to include such amounts in the
rates to be charged Buyer.
VI1-5,

Rate Coverage.
(a)

If any state or federal governmental authority with ratemaking
jurisdiction over Buyer's resale transactions precludes Buyer from
recovering in its rates and charges any portion of the costs of gas
under this Agreement (including all reimbursements), the price for
such gas shall be reduced to equal the amount which Buyer has been
allowed to recover.

If Buyer has nade payments to Seller in excess of

amounts for which recovery is subsequently allowed by the ratemaking
body. Seller shall refund to Buyer the disallowed amounts, including
interest or carrying charges equal, to those Buyer is required to
refund or credit to its customers.

Buyer shall provide Seller with

advance notice whenever it has reason to believe that such preclusion
action may be taken by such authority and Seller shall have the right
to intervene in any proceeding held to consider such action.
(b)

If the price of any gas is reduced pursuant to paragraph (a) above.
Seller may terminate this Agreement with respect to such gas upon 90
days' written notice if it can sell such gas to another bona fide
nonaffiliated pipeline company which is ready, willing and able to
purchase such gas at a price that exceeds the amount that Buyer would
have been allowed to recover in its rates by the ratemaking authority.

VII-6.

Economic Termination.

If Buyer determines that continued purchase of gas

under this Agreement, when considered in the aggregate, will be an uneconomical
transaction for it. Buyer may designate a lower price or prices for the gas then being
purchased to become effective 120 days after written notice to Seller of such designated
price(c).

If Buyer serves such a notice, Seller may, upon 30 days prior written notice to

Buyer, terminate this Agreement at any time during the first 60 days following the
effective date of Buyer's designated pricc(s).

For any period beyond the effective date

of Duyer*s newly designated price(s) and prior to termination. Buyer shall pay Buyer's

which there is in effect a price established under subparagraph Vll-l(b)d) until the
expiration of one year from the date on which such price first went into effect*
ARTICLE VIII
Transportation for Others
V1II-1.

To allow Buyer to recoup, and earn a reasonable profit on, its investment

in transportation facilities, and to provide Seller a means for transporting gas. Buyer
shall render transportation services, to the maximum extent practicable, for any gas with
respect to which Seller has exercised its right of termination under Article VII.
Therefore, Seller shall use, and it will require any third-party purchaser of such gas to
agree to use, the transportation services of Buyer if economically and physically
practicable under the conditions and circumstances existent at the time Seller or any new
purchaser begins to take delivery of such gas.

Buyer shall provide these transportation

services through such part of its facilities as are suitable for delivery of the gas at a
transportation rate commensurate with that established under similar transportation
agreements and arrangements in effect at the time Seller or a new purchaser begins to take
do)ivery of the gas.
ARTICLE IX
Quality
1X-1.

The gas which Seller delivers to Buyer shall conform to the following

specifications:
(a)

Oxygen and carbon dioxide.

The gas shall not, at any time, have an

oxygen content in excess of two-tenths of 1% by volume nor a carbon
dioxide content of more than 5% by volume.

Seller shall make every

reasonable effort to keep the gas free from oxygen.
(b)

Liquids.'- Seller shall separate crude oil, water and liquid
hydrocarbons from the gas so they will not enter Buyer's facilities
and so that the ga3 will be merchantably free of such substances.

The

gas shall not contain more than six pounds of water vapor per
1,000,000 cubic feet of gas measured at a pressure base of 14.7 pounds
per square inch absolute and at a temperature of 60* Fahrenheit.

All

oil and liquid hydrocarbons separated from the gas by Seller prior to
delivery to Buyer shall remain the property of Seller.
(c)

Hydrogen sulfide. The gas shall not contain more than one-fourth grain
of hydrogen sulfide per 100 cubic feet.

(d)

Total sulfur.

The gas shall not contain more than 20 grains of total

sulfur per 100 cubic feet, of which not more than two-tenths grain
shall be*mercaptan sulfur.
(e)

Odors and solids.

The gas shall be commercially free from

objectionable odors, solid matter, dust, gums and gum-forming
constituents which might lessen its merchantability or cause injury to
or interference with proper operation of the lines, regulators,
meters, or other facilities through which it flows.
(f)

Inert substances.

The gas shall not, at any time, contain inert

substances in excess of 3% by volume.
(g)

Gross heating value.

The gas shall have a gross heating value of not

less than 950 Btu per cubic foot. ' For purposes of this Agreement,
•gross heating value pez

cubic foot" means the number of Btu's

produced by the combustion, at * constant pressure, of the amount of
gas saturated with water vapor which would occupy a volume of one
cubic foot at a temperature of 60 # Fahrenheit, at a pressure
equivalent to that of 30.00 inches of mercury at 32° Fahrenheit under
the gravitational force of 980.655 cm. per second per second, with air
of the same temperature and pressure as the gas when the products of
combustion are cooled to the initial temperature of gas and air and
when the water formed by combustion is condensed to the liquid state.
IX-2.

Buyer may refuse to accept and pay for any gas which does not conform to

one or more of the specifications set forth in this Article.

Upon written request of

Seller, Buyer shall release from this Agreement any well producing nonconforming gas that
Buyer has refused to accept.

If, notwithstanding its right to refuse to accept

nonconforming gas, Buyer elects to accept delivery of such gas, Buyer shall notify Seller
of its election at the earliest possible time.

Provided, however. Buyer's takes of such

gas shall not be treated as gas delivered during the year and shall not be subtracted from
the contract quantity in computing the amount, if any, of the annual deficiency under
Section VI-4.
IX-3.

If Buyer refuses to accept delivery of gas that docs not meet one or more

of the quality specifications set out in Section IX-1, Seller shall have a reasonable
opportunity to treat the gas to bring it into conformity with such specifications.
Buyer's takes.of any gas which is, aa a result of such treatment, included in computing
the contract quantity under Section VI-1, shall be treated as gas delivered during the

year and subtracted from the contract quantity in computing tho amount, if any, of the
annual deficiency under SectionsVI-4.
ARTICLE X
Meters and Gas Measurement
X-l.

The volume of gas sold under this Agreement shall be measured by an orifice

meter located at the discharge side of the dehydration unit(s) installed by Buyer.
Orifice meters shall be installed and operated by Buyer and volumes shall be computed as
prescribed in ANSI/API 2530, entitled "Orifice Metering of Natural Gas* (formerly Gas
Measurement Committee Report No. 3 of the American Gas Association)* as amended. The
correction factor for Reynolds Number (F r ), Expansion ractor (y), Orifice Thermal
Expansion Factor (F^), Manometer Factor (Fm) and Gravitational Correction Factor (F^)
shall be assumed to be unity (1.0).

Buyer may use 24-hour, seven-day or eight-day orifice

motor charts. The orifice meters used shall be flange tap type.
X-2.

The temperature of the gas flowing through the meters shall be determined

by Buyer by the use of a continuous recording thermometer of standard manufacture
installed by Buyer in a manner which is acceptable to Seller and which will insure- that
the thermometer will properly record the temperature of the gas flowing through such
meter(s). The average of the 24-hour record from the'recording thermometer, or of so much
of the 24 hours as gas has been.flowing, if gas has not been flowing during the entire
period, shall be deemed to be the qas temperature for the day and shall be used to make
the proper corrections in volume computations.
X-3.

Specific gravity shall be determined quarterly by taking samples at the

delivery point and determining the specific gravity thereof by use of a gravity balance or
other mutually agreeable method.
X-4.

The gross heating value per cubic foot shall be determined by the Buyer as

needed, but at least quarterly or upon reasonable request of Seller.
X-S.

Regular tests to determine the accuracy of Buyer's measuring equipment

shall be made quarterly by Buyer, and Seller shall have notice of and an opportunity to
witness such tests. Special tests may be made at any reasonable time at the written
request of Seller.

If, upon any special test requested by Seller, the measuring equipment

is found to be no more than 2\ inaccurate the entire cost of such test shall be paid by
Seller and previous readings of such equipment shall be considered correct.
equipment shall l>c adjusted at once to road accurately.

However, such

If, upon any test, the measuring

equipment shall be found to be inaccurate by an amount exceeding 2% when measuring a
volume equal to the average flow rate for the period since tho last preceding test, then
any previous readings of such equipment shall bo corrected to zoro nrrnr *«»• *«•* ««-;«^

which the parties know, or agree, that the readings were inaccurate.

If this period is

unknown mt\d the part lea cannot agree upon a period, such correction shall be for one-half
of the period since the date of the last test. After any test, the meters will be
corrected to read accurately*

Buyer will pay the costs of regular tests and also of any

special tests in which, the measuring equipment is found to be more than 2% inaccurate.
Seller has the right to install check meters. However, such check meters shall be tested
and operated in the same manner as Buyer's meters, and shall be installed so they will not
affect Buyer's meters.
X-6.

In the event any measuring equipment is out of service or registering

inaccurately, the volume of gas delivered hereunder shall be estimated by using the
registration of any check measuring equipment, if installed and accurately registering.
In the absence of such equipment, the volume shall be estimated by correcting the error,
if the percentage of error is ascertainable by calibration test or mathematical
calculation.

If neither method is feasible, the volumes shall be determined by estimating

the deliveries during a period under similar conditions when the measuring equipment was
registering accurately.
X-7.

Seller r.hall have the right to be represented at and to participate in all

tests of gas and equipment used in ncasuring and determining the nature or quality of such
gas and to inspect, at any time during business hours, any and all such equipment, but
the reading, calibrating and adjustment of equipment, and the changing of charts shall be
done by Buyer only.
X-8.

All measuring and testing equipment referred to in this Article, except

check measuring or other equipment owned by Seller, shall be provided, installed, operated
and maintained at Buyer's expense.
ARTICLE XI
Title
XI-1.

Seller hereby warrants title to. and the right to sell the gas committed

under this Agreement and further warrants that all such gas is free from all liens and
adverse claims, including tax liens. Seller at all times shall have the obligation to
make settlements for all royalties due and payments owed to Seller's mineral and royalty
owners.

Seller agrees to indemnify Buyer and save it harmless from all suits, actions,

claims, debts, accounts, damages, costs, losses, liens, license fees, and expenses which
attach before the title to the gas passes to Buyer or which may be levied and assessed •
upon the s*le of the gas to Buyer.

Provided, however, (but without any diminution of any

other rights Buyer may have hereunder) nothing herein shall be construed (1) to require
- ..-- ^-

K,

M

* i«a«sn AS to which it was unable to prove title, or (2) to require

Seller to acquire and commit hereunder qas reserves estimated to be equivalent to the
reserves attributable to any property AS to which it was unable to prove title.

In the

event of any adverso claim of any character whatsoever being assorted in respect to any of
said gas, Buyer, upon request, shall be furnished indemnification for the purchase price
from Seller*
XI-2.

All equipment placed on the subject lands by Buyer shall be and remain its

property and be subject to removal by it within a reasonable period of tine after such
equipment is no longer being used by Buyer.
ARTICLE XII
Force Majeure
X1T-1. 'If, as a result of force majeure, a party is unable to meet its obligations
under this Agreement, in whole or in part, that party shall give the other prompt written
or telegraphic notice of such situation, describing it in reasonable detail. Thereupon,
the party giving the notice shall be released from its obligations under this Agreement,
except for Buyer•s obligation to make payments for gas delivered hereunder, to the extent
that the force majeure affects such obligations, during the continuance of the force
majeure.

If, as a result of a force majeure. Buyer is unable to make up a deficiency in

accordance with Section VI-5, the makeup period shall be extended by an amount of the time
equal to that during which the force majeure prevented Buyer from making up deficiencies.
The party affected by the force majeure 3hall attempt to rectify the conditions brought
about by the force majeure as quickly as possible, but need not rectify such conditions if
doing so requires it to settle a strike against its will.
XI1-2. The term "force majeure" means acts of God, strikes, lockouts or other
industrial, disturbances, acts of the public enemy, wars, blockades, public riots,
lightning, fires, storms, floods, explosions, breakage or accident to machinery or lines
of pipe or materials, inability to obtain a right-of-way or materials, or any other cause,
whether of the kind enumerated or otherwise, which is not reasonably within the control of
the party claiming the suspension.
ARTICLE XIII
Right"Of-Way
XI1I-1.

Seller grants to Buyer, so far as Seller has the right to do so, a

right-of-way on the acreage covered by this Agreement for Buyer*s pipelines and other
necessary facilities, with full rights of ingress and egress to and from said facilities,
and the right to perform thereon all acts which are necessary or convenient for the
carrying out of the terns of this Agreement.

ARTICLE XIV
Successors and Assigns
XIV-1.

This Agreement shall be binding upon the successors and assigns of the

parties hereto; provided, however, no assignment of either party's rights under this
Agreement shall be binding upon the other party until written notice and a true copy of
the assignment is furnished to and receipted by the other party*

No assignment will be

valid and binding which endeavors to relieve the assigning party of any obligations to
make payments hereunder which accrued prior to the date of assignment or in which the
assignee docs not affirmatively agree, in writing, to assume all'obligations of the
assignor under this Agreement including, but not limited to, the obligation to deliver gas
paid for but not taken by Buyer, prior to the effective date of the assignment.
ARTICLE XV
Notices
XV-1,

Notices required under this Agreement, other communications, monthly

statements, and payments shall be deeped fully delivered or served when deposited in the
United States mail, postage prepaid, by first class, registered or certified mail, to
Seller, or to Duyer, at the addresses set forth above, or at such other address as either
party shall designate in writing.

For purposes of this section "other communications"

shall include any request for negotiation, offer, and acceptance of an offer made pursuant
to subparagraph VII-l(b)(i).

Notice of tests may be made by telephone*
ARTICLE XVI
Billing

XVI-1*

On or before the 20th day of each calendar month. Buyer shall render to

Setler a statement showing the amount of gas received by Buyer during the preceding
calendar month.

Payment for such amount shall be made by the 27th day of the month in

which the statement is rendered*

Any errors in such statement or payments shall be

promptly reported to Buyer and Buyer shall make proper adjustment thereof within 30 days
after final determination of the correct volume(s) or payments.

Upon written request.

Buyer shall furnish Seller copies; of measurement charts used in compilinq any monthly
statements*

Seller shall return such charts to Buyer within 30 days of the date Seller

received them.

Seller shall have access at all reasonable times to such of Buyer's

records and books as pertain to volumes of gas received by Buyer*
ARTICLE XVII
Miscellaneous
XVII-1.

Neither Seller nor Buyer shall be, nor be considered as being, the agent,
—

—~I^..A-» «f t-hr other party or be held responsible or liable for

damages caused by the acts or conduct of the other.
XVI1-2.

Seller, from time to time, r«hall, at Buyer's request, make available to

Buyer such geological, engineering and production data as may be available to Seller, provided such data is not considered confidential by Seller, which will enable Buyer to make
and keep current its own reserve and deliverability studies. In addition. Seller shall
determine stabilised shut-in pressures annually in cooperation with Buyer's
representatives.
XVII-3.

Seller shall have the right to form or to participate in the formation of

any unit, pooling or communitization agreement which may include any of the subject lands.
However, this Agreement shall continue to apply to Seller's interest in gas from the unit,
pooling or communitization agreement attributable to the subject lands.
XVII-4.

If any provision of this Agreement requires either party to obtain from any

governmental body authority of any kind for it to perform its obligations hereunder, such
party shall diligently seek such authority.
XV11-5.

No waiver by either party of any one or more defaults or breaches by the

other in the performance of the Agreement shall operate or be construed as a waiver of any
future defaults or breaches, whether of a like or different character.
XV1I-6.

This Agreement is subject to all present and future valid laws and lawful

orders of all regulatory bodies. Should either of the*parties, by force of any such law
or regulation, at any time during the term hereof, be ordered or required to do any act
inconsistent with the provisions of this Agreement, the Agreenent will continue but shall
be deemed modified to conform with the requirements of such law or regulation for that
period only during which the requirements of such law or regulation are applicable.
Nothing herein shall prohibit either party from obtaining or seeking to obtain
modification or repeal of such law or regulation or restrict either party's right to
legally contest the validity of such law or regulation, and each party reserves the right
to file with such regulatory bodies any material necessary to implement the terms of this
Agreement as they existed prior to the modification.
IN WITNESS WHEREOF, the parties hereto have executed this Agreement on the day and
year set forth above.

"/).. • aX,.
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EXHIBIT "A"

ATTACHED TO AND MADE A PART Or THE CAS PURCHASE AGREEMENT DATED JANUARY 22, 1982, BETWEEN
BELCO DEVELOPMENT CORPORATION, AS "SELLER* AND MOUNTAIN FUEL SUPPLY COMPANY, AS "BUYER*.

Sellers 9 Interest in the gas produced fron the following described lands located in the
Chapita Hells Area of Uintah County, Utah:

Township 4 South, Range 3 East, S.L.M
Section 32i
Section 33:

All
All

Township 5 South, Range 8 West, S«L.M.
Section
Section
Section
Section
Section
Section

22:
23:
25:
27:
35:
36:

NH, W4SW*, SWliSEfc,
All
All

zhszh

N«j

All
All

Township 7 South, Range 21 East, S.L.M.
Section 15:

NE*NE%, SWfcNW%

Township 7 South, Range 23 East, S.L.M.
Section 32:

Row Description

Township 8 South, Range 20 East, S.L.M.
Section
Section
Section
Section
Section

8: N*|NE%, SEfcNEfc, N£%SEfc
22: N^NH, ShSH
23: Lot 3, 5, 6, 7, 8, 9, SW%SW%
26: NW%NW%
27: Lot 2, 3, 4, 5, 6, SW%NE%

Township 8 South, Range 21 East, S.L.M.
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

7:
19:
20:
21:
22:
23:
24:
25:
26:
27:
28:
29:
30:
31:
33:
34:
35:
36:

' NW%SE%
NW%NE%, E*iSW%, SZk
Sh
S«i
Sh
N*iSH, SHSWk, SW%SEfc
Sh
All
All
All
All
All
£**, SEfcNWfc, ZhSHk
EhNWk, NE%
N*j, N»jSW%, N<*SE%
NW%, NHNE%, SW%NE\i
SW*NE%
NH, N>jSW%, SE%SE%

Township 8 South, Range 22 East, S.L.M.
Section
Section
Section

1:
2:
3:

S^NH, SH
NW%, S>*NE*i, SH
All

Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

4:
9s
10:
Us
12:
13s
14 s
ISs
16s
19 s
20:
21:
22:
23:
24:
25:
26:
27s
28:
29:
30s
31s
32:
33:
34:
35:
36:

NS, CHSWH, SES
EKNWt, NEH, NEHSW*, N«jSE%
NS, NhSW%# NHSEfc
All
All
All
tU>, N*iSW%, NhSE%
All
All
N**NW%, EHSWfc, SE%
SH
All
All
NW*# F.S, NHSWfc
All
NH, SW%
All
All
All
All
All
EHNEfc, NHSWfc, SE«i
All
All
All
All
All

Township 8 South, Range 23 East, S.L.M.
Section 4:
Section 5:
Section 6:
Section 7:
Section 8:
S e c t i o n 17:

NW%NE%, SHNWt, NW%SW%
Lots 1, 2, 3, 4, 5, SHNWfc, ShNE%, SH
Lot 7 f EHW«i, NE«i, E«jSE%
E*i, ESWh
W«i,S*iNW%, Eh
NW*, E»jSW%

S e c t i o n 18:

E»JW«J, EH

Section
Section
Section
Section

19: E%W%, HEk
29: NW%, NW*NE%, SHNE*,.S*i
31: N*JN»J, SE%NW%, NEHSW*, SEkSWfc
32: All

Township 8 South, Range 24 East, S.L.M.
Section 1: NW%NEk, ShNVft, SUk
Section 12: NW<i, N«jSW%, SW^SW*, SE%SE%
Section 16: SH
Township 9 South, Range 17 East, S.L.M.
Section 25: HE*, E»jNW%, N«*SE%
Township 9 South, Range 18 East, S.L.M.
Section
Section
Section
Section
Section
Section
Section
Section

7:
8:
9:
13:
33:
34:
35:
36:

All
All
SHNH
NW%, NWfcNEH, S*jNE*, SEH, UEHSMh, SHSWk
S^NH
SH^H
NH, N^SS
All

Township 9 South, Range 19 East, S.L.M.
Section
Section
Section
Section
Section
Section
Section

21:
22:
24:
26:
27:
32:
33:

N%, NHS*i
SW«*NE%
SE*iNW*
NW%SE%, SE^SE*
Lots 1, 4, 11, SEfcNW'j, SW^NE*;, SW^, SHSEH
UH
NE*NW%

Township 9 South, R<mgc 20 Knat, S.L.H.
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
.Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

\t

2:
3:
4:
5:
8:
9:
10:
11:
12:
13:
14:
IS:
16:
17:
19s
20:
21:
22:
23:
24:
25:
26:
27:I
28':
29:
32:>
33:i
34:
35 :
36 :

SW*. WSSE*
SW*SW%

SS
Lot 17, SSNEV, NEfcSEt* SHSEt, SE%SW%
Lot 6
SHHWfc, NES, VHSMki EhSEH

All

swtswt
NW*SW%,
All
All
NH
All

StkStk

NS, NEKS\^, SHSWk, NE%SEk. S*|SE%

All
All
HWH, SS« HWEH,

Shnth

All
Sh, SHN*j
NW%, SH

All
All
All
SH, NHN^i, SW*NW*
NW*, SH
N*$NW%, UZH
EH
HEk

NH, NE^SW*, SE%
S«j

Ail

Township 9 South, Range 21 East, S.L.M.
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

1:
2:
3:
4:
7:
8:
9:
10:
11:
12:
14:
15:
16:
17:
18:
19:
20:
21:
23:
24:
28:
29:
30:
31:
32:
33:

SSSH, NE%SE*i, EHNE*

SH
SS
SE<sSE%
NEHNW*, NW4NFA, SE%NW*j, SbSE%, EHSH\ , SE*
SV*t|, NSSEH, SU*iSE^
SH# SW%NEfc, N«jNE%

Sh
SW%
SH
' All
SHNEtj, E»*SE%
N E % , SH

All
EH, EHWH

All
All
All
EH
All
All
All
All
WHNWfc, NE«kNWli# NE»|, NE%SW%, N»>SE%
All.

NH

Township 9 South, Range 22 East S.L.M.
Section
Section
Section
Section
Section

1:
2:
3:
4:
5:

NEH, SHNW%, SH
SS, NE* f S*iNW%
SS, "W1*, NE<x, SS
All
All

Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

6t

7:

NWk, NE%, SE%, M<sSW%, SE<|SW%
NEt, SEtNWt, EHSVk, SZH

• s All

9: All
10: All
lit All
12: All
13: All
14: All
IS: All
16: All
17: NW%, NE%, SE%, EhSW*

It:

20:
21:
22:
23:
24:
25:
26:
27:
28:
29:
35:
36:

N>|NEfc, S £ W E % # ZHSUH
N E % # EHNWfc, VhSZk,
SZkSZk
NH # N*|SW%, SE%W%, SE%

All
All
All
All
All
HH # HHS«$
XZh, E>»NW%, NE%SW*, NHSE%

zh

N*
N«5

Townwhip 9 South, Range 23 East, S.L.M.
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

3: All
4: All
6: Lot 7, E«j, Z\*S
7: IS. EHWH
18: E% # E«3WI|
19: EH, EHWH
20: EHSUH, SFA, ShHEk
21: Sh, S»jN«f
22: SS, S«|NWH, SW%SE%
27: All
28: All
29: EH, EHWH
30: S E % , ZhfMH, ZHSMh,
32: All
33: All
34: All
35: All

NEHSWH

Townshiip 10 South, Range 17 East, S.L.M.
Section 16:

NEHNEH

Township 10 South, Range 18 East, S.L.M.
Section

6:

NEH, SHHWH

Township 10 South, Range 20 East, S.L.M.
Sect ion
Section
Section
Section
Section
Section
Section
Section

1:
12:
13:
20:
24:
25:
26:
30:

NE«i, SHNWV, SW%

All
All
SWH
All
N%
NH
NE*, E\WH

Township 10. South, Range 21 East, S.L.M.
Section
Section
Section
Section
Section

4:
5:
6:
7:
8:

Lots 1, 2, 4, 5, SHNWH, SHNEH, SWH, SEH
KE*, f»HNE%, SWH, SEfc
Lots 1, 2, 3, 4, 5, 6, 7, SHNEH, SEhSEH, EHSWH, SEH
EH, Eh*1*
All

Section 9: All
Section 18: EH, EHWH
Section 26: SEH, NEH
Township 10 South, Range 22 East, S.L.M.
Section
Section
Section
Section
Section
Section
sSection
Section
Soction
Section
Section
Section
Section
Section
Section

1:
2:
10:
11:
12:
13:
15:
23:
24:
25:
26:
27:
28:
34:
35:

SH
22.43 unsurveyed teres
SEHNWH, SHNEH, SEH
5.51 unsurveyed acres

NH
NH
NEH, NHSEH

EH
WH. NEHNEH

WH
EH
SH
NH
SH
NH

Township 11 South, Range 21 East, S.L.,M.
Section
Section
Section
Section

12:
13:
24:
25:

All
All
All
All

Township 11 South, Range 22 East, S.L,.M.
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section
Section

4:
5:
6:
7:
9:
15:
16:
18:
19:
21:
22:
23:
26:
27:
28:
30:
31:
35:

NHNWH, SHNEH, SH
Lots 4, 5, 6, 8, SEHNEH, SHNWH, SH
SHNEH, SEH, WHSWH
.
Lots 1, 2, 3, 4, SEHNWH, SHNEH, EHSWH, SEH

All
All
All
EH,
EH,
WH,
NH,

EHWH
EHWH
EHSEH
EHSWH

All
All
WHSWH, SWHNWH
EHEH
EHWH, NHNEH

All
All

Township 11 South, Range 23 East, S.L .M.
Section
Section
Section
Section
Section
Section
Section

5:
8:
17:
20:
21:
29:
33:

SHNWH, NEHSWH, SHSWH
NHNH, SWHNWH, SHNEH, SWH
SHNEH, NWHNEH
SHNWH, NEHSWH
All
WHF.H, SEHSHH
SWH, SHNWH, NWHNV/H

EXHIBIT M A M :
ATTACHED TO AND MADE A PART 07 THE THIRD AMLNEKENT TO
GAS PURCHASE AGREEMENT
between
COLORADO INTERSTATE GAS COMPANY
GAS PRODUCING ENTERPRISES, INC.
DATED JUNE 20, 1974
DATED: * Noveabr
1978
1EASE #

LESSOR

DESCRIPTION

NEt ACRES

ORR

i

696655

USA C-12750

2,412.35

3X

2lr136s06

3X

^1,258.00

31

Township 8 South, Range 99 West, 6th PM
Section 18, U t s 11 thru 15, 17 thru 24, OjSVfc, S^SE*.
Towruhlp 8 South. TUnr.t 100 West. 6th TH
Section 11, SEWN*, S»jSE«( •
Section 13, Lots 3, 4, SWe

Section 14, V&t,
Section
Section
Section
Section
696065

USA C-13000

tk

23, SJjWft, H>jSW*, N E * •
24, Lota 1, 2, 3, V % '
25/-N>iSW%
26, Mi, fhSH

.Townehlp 7 South, Ranee 101 West. 6th TH
Section 36, Lots I thru 4, *>jS%, Vh (All)
Town»hlp 8 South, ftance 101 West. 6th PM
Section 1, Lots i thru 4, SWi, SH (All)
Section 12, All
Section 13, H»j, M%S%, St&tH

896685

£96695

USA C-107M

USA C-10800

Township 7 South, Range 102 West, 6th PM •
Section 5, Lots 5 thru 8, S W j , SH
Section 8i All . ,
Section 16, Stf(SE%
Township 7 South. Range 102 Vests 6th PM
Section 12, Lots 1 thru 4, E>i0i# W*j
Section 131 Lot 1.

t*

i
3668.90

3X

C

-*LEASE J
e$6705

LESSOR
USA C-11216'

I
WET ACftES

0RR

EXPIRE,

H3.65

31

07/31/>

1,048.^9

3Z

06/30/

Townthip 7 South. Rings 100 West. 6th PM
Section 179 NEWEk, NWWW*<9 SW| 9 $**
Section 189 tf*NS<9 5WV*iE>c» SE%

840.00

3*

06/30,

Township 7 South. Range 100 West. 6th PM
Section 19» Lots 3 thru 8, l W i 9 &$

1.371J84

31

06/30

<M17.12

3X

04/30

DESCRIPTIOH
Township 6 South. Range 100 West. 6ch PM
Section 32, Lots 2, 3 , 6, 7
Township 7 Southt Range X00 West. 6th PM
Section 3 9 Lota 9, 10 .
Section 4, Lots 5» 6, 7 9 8
Section 5, Lots 5, 6
Section XO. SEJtfWk

o>fc7X5

USA C-12668

Township 7 South. Range 100 West. 6th PM
Section 18 9 Lota 5 thru 8, EWf
Township 7 South. Range 101 West. 6th PM
Section 22, Lot 1 9 SViH&i, NG*SE%
Section 23, Lot l f StfiMft. W%SWk9 V&t, Vi

696725

696735

USA C-12669

USA C-12671

i

Township 7 South. Rsnge 101 West. 6th PM
Section 25, All
Section 26, E*i '
896743

USA C-12699-A-

Township 7 South. Rsnge 102 West. 6th PM
Section 7. KEkSW%
Section 19 1 Lots 3 thru 8, SE^Mfe, WBkJMk
Township 7 South. Rsnge 103 West. 6th PM
Section 2 9 KWkSEk
Section XX, K*iHEV, SEkNE% SEkSEk
Section 12, W%9 SEk, tfjHEk. SEkHEk
Section X3, HE*, VE^SEfe
Section 24 9 0 |
Section 25, VWl$ S%M0c9 H^SOC

-31IASE I
E96755

DESCRIPTION

LESSOR
USA C-12721

Township 7 South, Range 102 West.'6th PM
Section 25, Lots 1 thru 4', W%E»j, Mh (All)
Section 26, All
Section 35, All
Section 36 1 Lot X, W4NE*, MkSlk,
Ntfc, *H$Vk> SWkSW*
Township 8 South, Range 102 West. 6ch PM
Section 1, Lots 7, 8, 10, 11, 12

£96765

USA C-12864

Township 7 South, Range 101 Weft. 6th PM
Section 5, Lots 5 thru 8, S W $ , SJf
Section 6, Lots 8 thru 12, SE%NE*c, DiStk
Section 7, Lots 5 thru 8, iH&i (All)
Section $, All
Section 17, IPs
Section 18, Lots 5 thru 8, iH&i (All)

696775

USA 0 1 2 8 6 5

Township 7 South, Range 101 West, 6th PM
Section 15, Lots 6 thru 11, SWkSEk
S e c t i o n 1 6 , Lots 1 thru 9,KVft, WJjNEk, NE^NEk
S e c t i o n 1 7 , S%

Section 20, K>f, HEkSUk, H*|SE*
S e c t i o n 2 1 , Lots 1 , 2 , S%NWk, Stfc, E%
S e c t i o n 2 2 , V%, W%E%, SEkSEk
^96785

USA C-12866.

Township 8 South, Range 101 West. 6th PM
S e c t i o n 4 , U t s 1 thru 4 , S W J , H4S%
Section 10,
tfiNEk,
- . - . . .
S e c t i o n 1 1 , Wj, SEk
S e c t i o n 1 4 , KEkNWk, HEkNEk

£96795

USA C-12998

Township 7 South, Range 101 West, 6th PM
S e c t i o n 2 6 , W%

Section
Section
Section
Section

27 t All
33, Lots 1 thru 4, Wj
34, Lots 1 thru 4, H**
35, Lots 1 thru 4, M%
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•5LEASE I

LESSOR

DESCRIPTION

HET ACRES'

897525

USA C-12751

Township 8 South, Range 100 West. 6ch PM
Section 8, All
Section 9, All
Section 17, All
Section 18, Lots 3, 4, EfeSlfc, Stk

2,199.33

897535

USA C-12752-A

Township 8 South, Range 100 West. 6th PM
Section 10, SWk, SWkSEfc
Section 14 1 VWt
Section 15, All
Section 16, All

' 1,640.00

897555

USA C-13364

Township 7 South, Range 100 West, 6th PM
Resurvey Tracts Nos. 47, 48~H, 48-1, 48~J, 37-B
Section 20, S%, S W i , MEkNEk, NWkNWk
Section 21, Lots 1, 2, 3, 4, NWfc, #*S%
Section 28, tots 1, 2, 3, S^Xtfc, $h
Section 29, Lots 1, 2, 3, 4, 5, NSjNWk, SEfc, SfkSMH

£97565

USA C-13368-A

Township 7 South, Range 100 West. 6th PM
Resurvey Tract Ho* 37-C

36,50

897575

USA C-13367

Township 7 South, Range* 101 West. 6th PM
Section 24, Al*

2,532.29

Township 7 South. Range 100 West'. 6th PM
Section 30, Lots 5, 6, 7, 8, 9, 10, NEkr. E**NWc, ftSWk, SWkSEk
Section 31, Lots 5, 6, 7, 8, 9, 10, 11, 12, E^NWk, NEkSWc,
NEVSEk, S^NEk, NWkNEk
Section 32, Lots 1, 2, 3, 4, 5, HE*,tf|SE><,t^Ntfc, SWkNWk,
M^SWk
Section 33, Lot 1, KWk, IfcSW*

2,548.36

•6LtASE I

LESSOR

PESCRIPTIOH

NET ACRES

e97585

USA C-13363-A

Township 7 South. Range 100 West. 6th PM
Section 3 3 , Lots 2 , 3 , 4 , HE*, lOjSEk

33^.83

897595

USA C-13365-A.

Township 7 South. Kongo 100 V e s t . 6th PH
Section 79 l o t s 5 , 6, 7. 8
S e c t i o n 1 6 . IfcSft, S>*NE%, NEVNEJC, #i

565.01

897605

USA C-13366-A

Township 7 South. Range 100 West, 6th PM
Resurvey Tract Ho. 48-G

40.00

797625

Katharyne E. Bern

Township 7 South. Range 102 Wtst. 6th PM
S e c t i o n 2 2 . Lots 1 2 . 1 4 , 1 6 . 1 8 . 2 0 . 2 1 , 2 3 , 25 of
Resurvey Tract No. 40
S e c t i o n 2 3 , Lots 2 , 3 , of Resurve? Tract Mo. 40

40.00

898725

Leonard Slaugh

Township 7 South. Range 101 West
Section 30i, Resurvey Tract,44

40.00

Township 7 South, Range 102 West
Section 36, Lota I. 3, 4,
898915

V. E. Hubbard.

Township 7 South, Range 101 West
Section ?0, Resurvey Trace 44*

49.00

Township 7 South, Range 102 West
Section 36, Lota 2, 3, 4, *
898925

Mario H. Young

Township 7 South, Range 100 West
S e c t i o n 3 0 , Resurvey Tract 46
S e c t i o n 3 1 , MfcSEk

40.00

€99115

U o n l * t, Chuc*

Township 7 South. lUna. 100 W..t
Section 16, MHWE%
Section 18, SEkMEk
Section 20, tU&MWlCt Wfit»tH

160.00

-7LSASE i
899125

899145

699235

LESSOR

DESCRIPTION

USA C-16622

Township 8 Souths Range 102 West. 6ch PM
Section 1, Lots 9. 13 thru 20

USA C-16621

Township 8 South. Rsnge 101 West, 6th PM
Section 2, Lots 1, 2, 3, 4, SWi> &i
Section 3, Lots 1, 2, 3. 4, SWi, SH

Thoaes V« Woodward

Township 8 South, Range 99 West
Resurvcy Tracts 46, 47, and 54

1,280.60

232.87

Township 8 South, Range 100 West
Section 10, MH$£k9 SEfcSEfc
~
Section 11, &iSH.

WkSUk

Section 12, U t 4, ShSVlk
Section 13, Lota 1, 2, titfonflc
699245

John H. Lathaa ot al

Township 8 South, Range 99 West
Rasurvoy Tracts 46, 47 and 54

758j.6i

Township 8 South, Range 100 West
Section 10, W|SBc, SZkSV*
Section 11, #iSH> WkSUk

Section 12, Lot 4, 8%Stf(
Section 13, Lota 1, 2, hBOKfit
901085

John V, Cuddy

Township 7 South. Ran*, 101 Weet
Tract*..39, 40 (Exc 37.71 mineral ac of Section 10).
41, 42, 43 (located In SectloiulS, 16, 21, 22 & 23)

901095

USA C-17357.

Townthlp 8 SouthT Rente 100 Weet. 6th FM
Section 2, $H
Section 3, $h
Section 4, U t , 1, 2, 3, 4,fetfe,5% (All)

r- -iii.v

1,26^.32
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-9LEASE f
S23345

LESSOR
Lena Zadra Dlnsmore,
Curaclva Lease

DESCRIPTION
Tovnship 7 South. Range 100 West, 6th EH
Ute Rock Placer Mining Claims 1 thru 47

WET frCRES
%00

Township 7 South. RanRe 101 West, 6th PM
Ute Rock Placer Mining Claims 48 thru 50
923355

Stella Zadr* Rowley,
Curative L e a ^ ^ ^ ^

Tovnship 7 South. Range 100 West. 6th PM
Ute Rock Placer Mining Claims 1 thru 47

.00

Township 7 South. Range 101 West. 6th PM
Ute Rock Placer Mining Claims 48 thru 50
923375

Reymond R. Zadra,
Curative Lease

Township 7 South. Range 100 West. 6th PM
Ute Rock Placer Mining Claims 1 thru 47

.00

Township 7 South. Range 101 West. 6th PM
Ute Rock Plecer Mining Claims 48 thru 50
923885

JoJo Oil Shale Company,
Curative Lease

Township 7 South. Range 100 West. 6th PM
.Uta Rock Placer Mining Claims 1 thru 47

924315

USA C-22170

Township 7 South. Range 101 West. 6th PM
Ute Rock Placer Mining Claims 48 thru 50
#
Township 7 South. Range 102 West. 6th PM
Section 6 f Lots 8 thru 14, SEWft, SE4SWk, SHSBc* H&SElj
Section 7. U t e 5 thru 8 9 0*, EJtfWk. S&SVk
Section 17. SWH

924325

USA C-22171

Township 7 South. Range 102 West. 6th PM
Section 18, Lots 69 7, 8
Section 19. S**HE»c, HWkNEk, NEtoWk, E>*SW)<, SEk
Section 20. Lots 5. thru 8, SWk, \ti$&i
Section 21, Lots r thru 18, StylEfc, HWkKEk
Section 22, Lots 1 thru 11, 13, 15, 17, 19, 22, 24, 26,
tfjNEk, SHljNEJ<

.00

' 1,190,31

f*V8Q2,96

-10vlASE I
924333

5005

LESSOR
USA C-22172

Theodora E9 Zadra, Jr.,
Curativa Laasa

DESCRIPTION

KET ACftES

QRR

EXPIRE:

Township 7 South, Ranga 102 Vest. 6th PM
Section 17, m> SVk
Section 18, HEk, tWi
Section 20, Lota 1 thru 4, WtyiEk, KWk
Section .21, SVt
Section 27, SEk
Section 28, Nft
Section 34, NEk

1,76(1.00

*X

04/30/

Township 7 South, Range 100 Vest. 6th PM
Uce Rock Mining Claims II thru 47

00

Hone

12/10/

Township 7 South. Range 101 West. 6th PM
Uce Rock Mining C U i u 148, 49, 50

!

LESSOR-

.LESSEE.

Zions First National Dclco Petroleum
Corporation
3onk, Trustee
Lester Newton Oswald
rondly t Karital
Trusts

.nFlSCRTPTTON

nATF!
7/10/75

Township 1 North, Range 7' East
Section. 2: All
7 .
Section 4: Lots 2, 3, 4, SE**HE%, N*iSE%,

SW*SE*, SNk
Section

6:

Section 8:
Section 13:

Lots 5, 6, 7 # SE*jNW**, E**SW%,
S>jHE%, SE%
All
All

ICBLSu
2045.09
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fftwYorH, Ntw York 10017

• TtlcMont (212) $44-2200
Ctttc: tctco^CTi

" f .'

APR111983\^Y\^
R.M.CHISTE »

Belco Petroleum Corporation

BeSco

a*ui */*&

Mr. W. Olson
Mountain Fuel Supply Company
79 South State Street
P.O.Box 11150
Salt Lake City# Utah 84147
Dear Wally:
Per our conversation of March 25, 1983 and in accordance
with your letter dated February 24, 1983, Belco and
Mountain Fuel agree that the gas from the attached listing
of wells proposed to be drilled in 1983 will be purchased
by Mountain Fuel under the terms and conditions of our
Chapita Wells contract dated January 22, 1982. Belco proposes to commence this project in April, 1983.
However, with regard to these wells only, the contract will
be amended to provide a take or pay clause of 60%. Mountain
Fuel will pay the highest maximum NGPA price, except that
if the well is qualified as a 107 tight gas well, Mountain
Fuel will pay $4.50 per MMBTU which price shall be inclusive
of all taxes. 4Q JU*/J~<k««<u. J UjfcPlease signify your concurrence by signing below and returning
a copy to my attention.
Very truly yours,
BELCQ^ETROLfcUM CORPORATION

HOZ£_
RMC:ia
Attach.

Robert M. Chiste
Executive Assistant to the
President

The above terms are agreed to and approved<
MOUNTAIN FUEL SUPPLY COMPANY

Belco Development Corporation
IHTER-OFFICE MEMORANDUM
TO:-

•TTM MOOPP

FIOM:-

nAVTn w. ire AT.

SUBJECT: NGPA PRICE

OATE:.

DECEMBER 2 7 .

19R1

REDUCTIONS FROM MOUNTAIN FUEL SUPPLY

Jdk3

o

Effective with October 1983 sales Mountaiji/j^iel Supply Co. (MFSC)
beoan paving ^elco based on NGPft g^rtinnCYp^pr^n^g for gas that
is"fellfllblefor NGPA sectionl'107 prices^ "Furthermore/ effective
wijji November 1983 sales MFSC began paying based on NGPA section
^03 prices^for that same gas. Listed below are the wells effected
by the recent contract amendment calling for lower prices:

s

NOV. 1 9 8 3 SALES (MCF)
WELL NAME
Chapita
42-13
Chapita
43-11
Chapita
45-25
46-30
Chapita
47-30 U-0*b37
Chapita
48-19 U-CJ33V
Chapita
49-25
Chapita
52-33
Chapita
? Chapita i#«<«/»7 56-29
58-19 u . ^ 3 3 7
Chapita
219-15
ur»^>* ~
Chapita
220-10
U01&1
Chapita
224-10 U 0 * S I
"
Chapita
225- 2
St-W-mLloTl
Chapita
227- <N'
'Chapita
Chapita yL*.
230rl4
J/-/V
Chapita' *u
234-23
31V.U
Duncan Fed.
33- 9
Stagecoach
18-17
2655 ZjM* KrjPicLuc
ySf&fcyM/i
Stagecoach
20- 7
Stagecoach
21- 8
White River
42-34
^_240 - > > ^ t Aa M M ^fetyp*
109 prices tor purchases"AY (
MFSC is currently paying NGPA sec
and the Stagecoach 22-17
the Chapita(217-2 Tp the Chapita '
tion 103 prices.
although our/agreement was for
H X w o -181

;Mi*W

(4t-°^x

OCT *_1_W££A
0.-33*
/O 7^ # S- b5 O

continued

rX

TtTTEBrOFFICE MEMORANDUM
PAGE 2

Please note that severed of the wells listed can qualify for section 108
prices if we should elect to pursue that matter.
Finally, I should further point out that Oonoco and Enserch are receiving
as nuch as $4.50 per MCF for their share of gas on seme of the above listed
wells.

OicA^CU.C^JUbC
cc: R. M. Chiste
M. Papa
J. Henry
J. Rogers'
B. Fance

AKEKCKENT TO
CAS PURCHASE AGAEEKENT

fai^d V/7V3

THIS AKENDHENT ia aada affactiva as of July 1, 1981, by and between BELCO DgvtLpPKCNT
CORPORATION, haraaftar *Seller,* and MOUNTAIN FUEL SUPPLY COMPANY, haraaftar •luyer.'

(Sailer

and layer ara collectively referred to aa tha •parties.*)
TITC PARTIES REPRESENT AS FOLLOWSt
A*

Seller and luyer entered into a Cat Furchaee Agreement (hereafter •Agreeaant*]idated

January 33, 1982, covering the tale and purchase of certain gas produced from the/Chapits veils
Area located in Uintah County, Utah/ Tha Agreement la an 'intrastate rollover contract,* as
defined in Sections 2(13} and 104(b) of tha Hatural Caa Folicy Act of If71 (NGPA).
B.

Tha partlaa entered into a tatter Agreement dated Kerch 3tf 1983, wherein the parties

agreed to aisend the Agreement to provide for a €0% tafce-or-psy obligation and a $4.SO per MXStu
prica for •tight-fomation gas" produced from certain wells which were to be drilled during
1S8J.
C.

Tha parties desire to amend the Agreement to change the "tight-forestion gas* prica

for gas delivered during the period of July 1, 1963, through June 30, 1985, for all subject
wells* including those wells referenced in the Kerch 38, 1983 Letter Agreement.

The parties

Intend that thia Amendment be in lieu of the amendment contemplated in the Kerch 28, 1983
Letter Agreement. The wells referenced in the March 28,1983 Letter Agreement shall in
all other ways be covered by the terras of the January 2 2 . 1982 Agreement.
THEREFORE, THE PARTIES AGREE AS FOLLOWS:
1.

Notwithstanding anything to the contrary in Section VXI-l(a) and Vll-l(b) of the

Agreement* the price for any gas delivered during the period of July 1, 1983 througb June 30,
1985, that qualifies as "tight-formation gas" under the FERC Order Ho. 99 shall be the highest
maximum lawful price that the gaa would otherwise qualify for in the absence of qualification
under NGFA Section 107(c)(5).

In the event of deregulation of such price during this period,

the prica for •tight-formation gaa* ahall be the eaxiaua lawful price e»st recently in effect
prior to auch deregulation.
2.

Except as expreasly modified herein, all other t e n s and conditions of tha Agreement,

aa emended, ahall res*in in full force and affect.
XK tfXTXESS WHEREOF, the parties hereto have executed this Amendment on the day and year
aet forth above.
SELLER:
^ y <ENT CORPORATION
Attests

A/,dc/J&

Assistant Secretary

KzMJiimL
MOUNTAIN. FUEL SUPPLY COMPANY

Attest:
"Secretary

President ana c.fc,u„
Transmission Division

r fthA*

A*tKC«>rT TO
CAS *U*CXASE ACAEEKEKT

•• • «,• .

THIS AMENDMENT is made effective as of July 1* 1993, by and between BELCO DEVELOPMENT
CORPORATION# hereafter "Seller** and MOUNTAIN « E L SUPPLY CO*?ANY, hereafter "luyer."

(Seller

and luyer are collectively referred to as the "parties,")
THE PATTIES AEtRESENT AS FOLLOWSt
A.

Seller and Buyer entered into a Cas Purchase Agreement thereafter "Agreement") dated

January 23* 1912, covering the sale and purchase of certain gas produced from the Chapita Wells
Area located in Uintah County* Utah.

The Agreement is an "intrastate rollover contract*" as

defined in Sections 2(12) and 104(b) of the Natural Cas Policy Act of 1979 (NCPA).
».

The parties entered into a Letter Agreement dated March 21* 1993* wherein the parties

agreed to amend the Agreement to provide for a SOI take-or-pay cblignio* and a $4.50 per KMBtu
price for "tight-foraatlon gas* produced from certain veils which were to be drilled during
1993.
C.

The parties desire to amend the Agreement to change the "tight-formation gas* price

for fas delivered during the period of July 1* 19S3* through June 30* 1995*" for all subject
wells* including those wells referenced in the Karen 29* 1993 Letter Agreement.
Intend that this Amendment be in lieu of the amendment contemplated

The parties

in the March ,?9* 1993

tetter Agreement. The veils referenced In the March 28,1983 Letter Agreement shall in
all other vavs be covered bv the terns of the January 229 1982 Agreement.
THEREFOftE* THE PARTIES AGREE AS FOLLOWS*
1.

notwithstanding

°

anything to the contrary in Section VXX-l(a) and VII-1(b) of the

Agreement* the price for any gas delivered during the period of July 1* 1993 through June 30*
199S* that qualifies as • tight-formation gas" under the FERC Order Ho. 99 shall be the highest
maximum lawful price that the gas would otherwise qualify for in the absence of qualification
under HGPA Section 107(c)(5)*

Zn the event of deregulation of such price .during this period*

the price for "tight-formation' gas" shall be the maximum lawful price most recently in* effect
prior to such deregulation.
2.

Except as expressly modified herein* all other teres and conditions of the Agreement*

as amended* shall remain in full force and effect.
""^
JK WITNESS WH/fcEOF* the parties hereto have executed this Amendment on the day and year
set forth above

7 (Ibjj'U <-/%

Attest!
Assistant Secretary
MOUNTAIN FUEL SUPPLY COMPANY
Attest:

1
C/c-u.i
d'
AiuO *
Secretary

By:

0.T

IJK.-IVA/CIV

iTtrsiaent and C.L.D.
Transmission Division

TabE

C1C Contract No,

GAS PURCHASE AGREEMENT
between
COLORADO INTERSTATE CAS COMPANY
division of
COLORADO INTERSTATE CORPORATION, as Buyer
and
GAS PRODUCING ENTERPRISES, INC., as Seller

Uintah County, Utah

DATED:

JUNE 20, 1974

STATE CF CDl/)RADO
(XAJtnn OF DENVER

)
) ss.:
)

Be i t remoTtbered, that en t h i s SO day of
Plei^^rUuLAjW/Y\
before me, the undersiqned., a Notary Public in and for the County and State
aforesaid, came (?LtTU;g
(fUfrO; & //!<££*
sp*-*J
,V<€JiJ
VJltilt^^J
,V*€JU President
Presided
of Colorado Interstate Gas Carpany, a^Delaware Corporation, who i s personally
knewn t o me to be such o f f i c e r , and vho i s personally known t o me t o be the
person vfbo executed as such o f f i c e r the within insLrument of writing on bnte.lf
of such corporation, and such person duly acknowledged the execution of the
sane t o be his f r e e and voluntary act and deed, and as the free and voluntary
act and deed of such corporation, for the uses and purposes therein s e t forth.
In testimony whereof, I have hereunto s e t my hand and affixed my
Notarial Seal the day and year l a s t above written.

£

-UA-t*-J y??. d?7v<.rs^
Notary Public

My Ctxnuission Expires:

My Commission cxpiics August 25, 1CJ?J

STATE OF NEW YORK
OOJNIY OF NEW YORK

)
) ss.:
)

Be it remeiribered, that on this 22 day of November , 19 78 ,
before me, the undersigned/ a Notary Public in and for the County and State
aforesaid, came
Arthur M , Walter
, Treasurer
of B E U D DEVEI£JnyiEWT O3RP0RATI0N, a DELAWARE Corporation, who is personally
knewn to me to be such officer, and who is personally known to me to be the
person vftio executed as such officer the within instrument of writing on behalf
of such corporation, and such person duly acknowledged the execution of the
same to be his free and voluntary act and deed, and as the free and voluntary
act and deed of such corporation, for the uses and purposes therein set fortli.
In testimony whereof, I have hereunto set my hand and affixed my
Notarial Seal the day and year last above written.

^C-^3^2^

My Ccrrmission Expires:
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CAS PURCHASE ACREEMEHT
(WELL CONNECTION)

THIS AGREEMENT is made as of the 20th day of June, 1974, by and between
COLORADO INTERSTATE CAS COMPANY division of COLORADO INTERSTATE CORPORATION,
Post Office Box 1087, Colorado Springs, Colorado 80944, herein called "Buyer,,f
and
CAS PRODUCING ENTERPRISES, INC.
Five Greenway Plaza East
Houston, Texas
77046
herein called "Seller.11
WHEREAS, Seller controls gas lands and gas wells in what is concnonly
referred to as the Natural Buttes Unit Area of Utah and expects to drill
additional wells on lands now or hereafter controlled by it in said area;
and
WHEREAS, Buyer, upon receipt by it and by others of all acceptable
regulatory authorizations necessary to carry out the transactions of which
this Agreement is a part proposes, at least for a period of several years,.
to deliver the gas purchased by it hereunder to Mountain Fuel Supply Company
under the terms of a Gas Purchase and Exchange Agreement of" even date herewith; and
WHEREAS, Buyer and Seller are. parties to a Gas Purchase Agreement
dated September 27, 1973, and, upon receipt by Buyer and by Seller hereunder
and by others of all acceptable regulatory authorizations necessary to carry
out the transactions of which this Agreement is a part, desire to cancel and
supersede said Gas Purchase Agreement by this Agreement;
WITNESSETH THAT, the parties hereto do mutually agree upon the sale
and purchase of gas.in the quantities and under the conditions herein

provided and In accordance with the General Conditio ^ attached hereto
and made a part hereof as Exhibit "A," as follows:
ARTICLE 1 - COhMITMENT
1.1

X

£•

'/' ( >*,p'-"'f"' '/

' "• ' 7 " •''•

INITIAL COMMITMENT - Seller represents that it owns gas leases

and gas rights in the lands as described in Exhibit "B" and shown on
Exhibit "B-l" hereto attached and made a part hereof, and may acquire
additional gas leases and gas rights in said area which will be added to
said Exhibit "B," and upon which it has or expects to develop reserves of
gas which have not been committed except as herein provided, and that from
such sources Seller believes it can assure delivery of gas in sufficient
quantities to fulfill the requirements of this Agreement*

Seller hereby

commits to the performance of this Agreement for the term hereof all of
Seller's interest:; in said gas rights and the gas vhich can be commercially
produced from the committed acreage, reserving, however, iu Sellet the
following:
(a)

All oil which may be produced from the committed acreage,.

(b)

All gas produced from oil wells, commonly known and

referred to as casinghead gas*
(c)

}'.

All gas which may be required for drilling and lease

operations upon the committed acreage and other nearby acreage of Seller.
(d)

All gas which may be required for delivery to Seller1 s

lessors under the terms of leases, and all gas vhich may be sold and
delivered by Seller to owners of the surface rights in the land covered
by the particular lease or included in the unit from which the gas sold
hereunder is produced for use by such owners in connection with the
irrigation of the real property included within the said oil and gas lease
or unit.

(e)

All liquid hydrocarbons, oil, or condensate removed by Seller

by means of drips and/or conventional field separators from the gas produced
from committed acreage prior to delivery to Buyer.

With respect to the

removal of such liquid hydrocarbons at the wellhead, Seller agrees to Install
all drips and conventional field separators that may be found necessary to
separate crude oil, liquid hydrocarbons, and water In Its liquid state from
the gas so that, to the extent that same may be removed by use of such
drips and field separators, such oilt liquid hydrocarbons, and wacer may
be kept from entering Buyer's facilities.
1.2

RELEASE FROM COMMITMENT - Buyer shall be obligated to connect

wells now or hereafter drilled on the committed acreage which can be
economically connected to Buyers facilities.

As to any well which is

y.

completed and available for connection hereunder, Buyer, within 30 days
following the receipt from Seller of all of the information which Seller is
required to furnish Buyer in accordance with Paragraph 1.5 of this Article I,
shall advise Seller whether or not such well can be economically connected
to Buyer9s facilities.

In the event such well cannot be economically

connected to Buyer's facilities, Buyer shall, at the time said notice is
given, furnish to Seller information upon which Buyer9s determination was
made and at the same time advise Seller of the conditions under which such
well can be economically connected to Buyerfs facilities; Seller shall
then have the option of installing, maintaining, and operating that portion
of the facilities which cannot be economically installed, maintained, and
operated by Buyer.

In the event a well is not connected as provided herein

or after connection Buyer elects to discontinue its taking of gas from any
well covered hereby under any of the options granted Buyer under the terras

- 3 -

hereof, then Seller in addition to the other rights provided herein shall
thereafter have the option to withdraw said well and the acreage attributable thereto from commitment to this Agreement.

Notwithstanding the

above, if any well completed on the cotnitted acreage is capable of producing
gas in commercial quantities and cannot be economically connected because
of lack of development in the area between Buyer9s existing facilities and
Seller9a well, Buyer nay at its option prepay monthly to Seller commencing
90 days from completion of said well at the then effective price herein provldedt for gas at the rate of an average daily quantity equal to 75 percent
of each such well9s maximum sustained capability to produce gas as computed
under Article IV, Paragraph 4.1(a) hereof.

Except as hereinafter provided,

such payment shall continue until Buyer connects to such well.

Any moniesI

zz paid by Buyer chill be re?»id t«? ^••y*r HySp1]«r in 60 equal monthly
Installments over a 5-year period immediately following initial delivery.
If such well is disconnected under any of the options granted herein, then
Seller'shall thereupon repay to Buyer all monies not previously recouped
which were paid to Seller for such gas not taken.

In the event that Buyer,

after commencing such payments, later determines that it is*not feasible
to construct facilities to connect said well, Buyer may at its option
cease making payments, whereupon either Seller or Buyer may terminate this
Agreement as to such well and the acreage attributable thereto; and in such
event Seller shall thereupon repay to Buyer all monies not previously recouped]
which were paid to Seller for such gas not taken.
• 1.3

EXTIRATION AND SURRENDER OF LEASES - Seller shall have the right

to surrender in whole or in part any leases covering the committed acreage
or allow the same to terminate for nonpayment of rentals or for failure to
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develop the same or for any other reason, provided that Seller shall notify
Buyer in writing of its intentions to surrender any lease or allow the same
to terminate at least 60 days prior to the intended effective date of such
surrender or termination, whereupon Buyer may at its option elect to acquire
such lease or leases from Seller.

Seller shall not be liable for any failure

on its part to give the 60 days9 written notice covering acreage described in
Exhibit M B M where such failure is due to oversight, inability, or inadvertence.
on the part of any officer, employee, or agent acting on its behalf.

If

Buyer exercises such option, then Seller shall promptly assign and transfer
to Buyer without further consideration all of Seller1s Interest in such
leases as to which such option is exercised without warranty of title, and
Buyer shall at such time assume and agree to perform all the obligations of
Seller in connection with such leases.

At the time of delivery to Buyer

of assignments transferring to it the title to Seller's-interest in such
leases, Buyer shall pay to Seller in cash the fair salvage value of Seller's
interest in any and all well equipment which may be then situated on such
leases*

If Buyer does not notify Seller in writing of its exercise of such

option within 40 days after receipt of Seller's said notice, then Buyer's
said option as to such leases shall expire and Seller may surrender the
same or allow the same to terminate.

It is agreed, however, that Buyer's

option to acquire lease or leases, as provided in this paragraph, shall
be subject to rights and options respecting acquisition of any lease committed hereunder, heretofore, or hereafter granted to 3rd parties under any
agreement entered into between Seller and such parties for the development
of the committed and adjoining acreage.
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1.4

CONSOLIDATION OF LEASES - For the purpose of consolidating the

committed acreage. Seller shall have the right to form, or to participate
in the formation of, any unit which may include all or any part of the
leases committed hereto and to pool and combine any lease or any part of
any lease with properties owned by others, provided that this Agreement
shall continue to apply to the interest of Seller in any such unit so
formed to the extent that SellerYs interest in said unit is derived from
the acreage committed hereto.
1.5

DEVELOPMENT - Seller agrees to act with due diligence to obtain

I

all necessary authorizations and order all necessary materials in connection I
with the development of connercial production from the gas rights committed I
to Buyer under this Agreement and to develop and operate the acreage

I

committed to this Agreement in accordance with prudent operating practice.
Seller shall notify Buyer of all new well locations, together with the
acreage attributable thereto, and the ownership therein involving the acreage
committed hereunder; shall advise Buyer of all wells completed on said
acreage; and shall furnish all available completion information, logs,
core analyses, and other data pertinent to evaluating the reserves underlying said acreage and each well's ability to produce.
1.6

RIGHT-OF-WAY - Seller grants to Buyer, so far as Seller has the

right to do so, right-of-way on the committed acreage for4Buyer1s pipelines,
and other equipment as may be necessary, with full right of ingress and
egress to and from said premises, and the further right to do thereon acts
necessary or convenient for the carrying out of the terms of this Agreement.
All pipelines and equipment placed on the committed acreage by Buyer shall
be and remain its property and be subject to removal by it at any time.
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1.7

MANAGEMENT AND OPERATION - Except as herein limited, /the control,

management, and operation of the lands, leases, and veils located thereon
and constituting the coonitted acreage shall be and remain the exclusive
right of Seller J including but not limited to the drilling of any veils
and the repair and reworking of old veils.

Seller shall notify Buyer

through Buyer's appropriate field office prior to changing the rate of
flov from any veil hereunder.

Such notice may be given by telephone or

the most convenient method of communication.
ARTICLE II - DELIVERY
2.1

DELIVERY LOCATION - The delivery points for the gas deliverable

.hereunder shall be at the wellhead of each veil producing gas from the
gas rights committed by this Agreement unless a separator 13 installed at
the veil or veils for the removal of liquids produced vith the gas, in
which event the point of delivery for such veil shall be on the gas
discharge side of Seller1s separator through which the gas is passed.

In

the event Seller elects to compress the gas produced from any veil drilled.
on the acreage committed under this Agreement, the point of delivery shall
be at the discharge of the field compressor.

Seller shall furnish a suit-

able valve at each point of delivery for Buyer's connection.
. 2.2

DELIVERY PRESSURE - Gas shall be delivered hereunder at each

point of delivery at sufficient pressure to enter Buyer's gathering system
against the pressure existing therein from time to time, vhich pressure
shall not exceed 860 pounds per square inch gauge; provided, however,
should any of Seller's veils be not capable of delivering its Contract
Quantity (as hereinafter defined) against Buyer's existing gathering
system pressure, Buyer shall reduce such pressure to the extent required
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to accept delivery from such well, but In no event shall Buyer be required
to reduce such pressure below the greater of 60 percent of the average
shut-in wellhead pressure of all veils connected to Buyerfs facilities
producing from all formations or 25 pounds per square inch gauge. Said

3

shut-in wellhead pressure shall be measured each year prior to November 1
at the end. of a shut-in period of not less than 66 hours nor more than 78
hours, and such tbeasurement shall be used to determine minimum pressure
obligations for the following 12-month period November 1 through October 31.
Maintenance by Seller of sufficient pressure to enter Buyer1s gathering

j

IT*

system as defined above shall be a condition of Buyer*s obligation to purch ase 1
and receive from Seller the quantities of gas specified in Article IV hereof
Seller shall have the right9 but not the obligation, to compress the gas
from any well in order to make such well capable of delivering gas at the'
required pressure. In the event any of Seller's wells are incapable of
producing at the required pressure,Jthere shall be deducted from the volume
of gas Buyer shall be obligated to take hereunder, the volume of gas alloca
to said well or wells for the period of time that such well or wells are

2.3 MEASUREMENT - For the purpose of measurement, the average

\J'''r}t\'r''

,,i

incapable of so producing, \

C%

/

absolute atmospheric (barometric) pressure shall be assumed to be 13.0

/ •

pounds per square inch, irrespective of the actual elevation or location
of the delivery points above sea level or of variation in such barometric
pressure from time to time. Other provisions hereof with respect to
measurement arc set forth in the General Conditions attached hereto as
Exhibit "A."

ARTICLE III - QUALITY
3.1

GENERAL SPECIFICATIONS - Cos delivered under this Agreement shall

be gas as delivered in its natural state from the wells, separators, or
compressors, including hydrocarbon and nonhydrocarbon substances in a vaporous
state; provided, however, it shall not contain more than 1 grain of hydrogen \
sulphide, nor more than 20 grains of total sulphur per 100 cubic feet, at
an absolute pressure of 14*65 pounds per square inch,, at a temperature of
60 degrees Fahrenheit; it shall be commercial in quality and be free from
any foreign materials such as dirt, dust, iron particles, and other similar
matter; it shall be reasonably free from objectionable liquids; and it shall
be delivered at sufficient temperature from Seller9s separator to prevent
freezing in Buyer18 line, but in no event shall the gas exceed a temperature
of 120 degrees Fahrenheit at the points of delivery*
3.2

HEATING VALUE - The gross heating value of the gas delivered

hereunder shall be not less than 950 .British thermal units per cubic foot at
the pressure and temperature bases set forth in Paragraph 1.5 of Article I of
Exhibit "A" hereof.

Adequate tests to determine the gross heating value of

the gas delivered hereunder shall be made by Buyer at least once each year
or as such oftener as is found necessary in practice.

All such tests when

so made shall, for the purposes of this Agreement, be determinative of the
British thermal unit content of the gas subsequently produced from the well
or wells so tested for a period of 1 year from the effective date thereof,
or until changed by special test.
3.3

FAILURE TO. MEET SPECIFICATIONS - If at any time the total quantity

of gas produced from the committed acreage hereunder fails to meet the
specifications as to quality as herein provided, Buyer may elect to
discontinue taking gas from any or all such wells which produce gas having

a quality inferior to that herein stipulated, whereupon either Seller or
Buyer nay terminate this Agreement as to such veils and the acreage
attributable thereto*
ARTICLE IV - QUANTITY
••1

(a)

Contract Quantity - In the event valid allowables are

established by. duly constituted authority> Seller agrees to sell and deliver
and Buyer, agrees1 to take and pay for or failing to take nevertheless to pay
for said allowables.

In the absence of valid allowables,lSeller agrees to

sell and deliver and Buyer agrees to take and pay for or failing to take
nevertheless to pay for 75 percent of each well's maximum daily sustained
capability (including any legal limitations placed upon the gas well's
production as veil as its physical capability) to produce against the
lesser of the minimum pressure provided for in Paragraph 2.2 hereof or
the pressure existing in Buyer's gathering system at the time. \
(b)

Allowable Nominations - In the event valid allowables at£

established for the wells connected to Buyer's facilities, and Buyer's nominations are required$ Buyer shall nominate in the aggregate for each 1-year
period a quantity of gas at least equal to the Contract Quantity as stated
herein.
4.2

FAILURE OF BUYER TO TAKE CONTRACT QUANTITY - If during any 1-year

period, commencing with the 1st day of the month in which initial delivery
is made from each well, Buyer shall fail to take the Contract Quantity of
gas from such vellf then Buyer shall pay Seller on or before the 20th day
of the 2nd month of the next following year for that quantity of gas which
is equal to the difference between the Contract Quantity and Buyer's actual
takes during such period.

The amount so paid shall be equal to the price

in effect at the time such deficiency occurred, multiplied by the volume
of gas for which payment is due Seller, if the date at which such deficiency
occurred can be determined; otherwise, the amount so paid shall be equal
to the weighted average price for gas delivered hereunder during the period
such deficiency occurred, multiplied by the volume of gas for which payment
is due Seller.

During the 5 years next succeeding a year in which Buyer

has failed to take the gas so paid for, all gas taken by Buyer fron Seller
which is in excess of the Contract Quantity of gas for the current year
shall be known as Make-up Gas and shall be delivered without charge to
Buyer until such excess equals the amount of gas previously paid for but
not taken, provided that Buyer shall not be permitted to make up any
canceled allowable.

However, Buyer will pay Seller any price differential

between that price previously paid and that price in effect when such
Make-up Gas is actually taken.

Seller agrees to refund monies to Buyer

I

for that portion of the gas previously paid for but not taken which Seller

I

is unable to deliver as a result of any such well not being capable of

I

producing such gas or being disconnected under any of the options granted

I

herein.

I

4.3

FAILURE OF SELLER TO DELIVER CONTRACT QUANTITY - If at any time

during the term of this Agreement Seller does not deliver to Buyer the
Contract Quantity as set forth above from any well covered hereby when
requested so to do by Buyer, Buyer's obligation to take such quantity shall
be reduced by an amount equal to the quantity of gas which was requested by
Buyer and not delivered by Seller.
4.4

DISCONTINUANCE OF TAKING - Irrespective of any other provision of

this Agreement, whenever the quantity of gas capable of being delivered from
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a veil is or becomes so low that it is not economically feasible to take such
gas into Buyer9s facilities, Buyer may elect to discontinue taking gas from
such vcll9 whereupon either Seller or Buyer may terminate this Agreement as
to such well and the acreage attributable thereto.
4*5

REGULATION OF TAKE - Subject to the provisions hereoff Buyer shall

have the right' to request Seller to regulate the flow of gas at the points of
delivery to meet,the fluctuating demand of Buyer1s market, but such regulation
shall be subject to the control of Seller insofar as the ability of any well
or wells to produce without damage to the reservoir by excessive rates of
withdrawal is concerned. .
4.6

TAKES BY OTHERS FROM COMMON SOURCE OF SUPPLY - Iff in Seller's
j

judgment, over a reasonable period of timeja party other than Buyer takes
gas from wells producing from the same common source of supply as Seller's

/

wells hereunder at a rate which makes imminent the drainage of gas from

\y

Sellervs acreage, then Seller may notify Buyer in writing of the existence
of such situation.

Upon such notice, Buyer agrees to use its best efforts

to increase its takes from said common source of supply by an amount
sufficient to protect Seller from said drainage.
ARTICLE V - PRICE
5.1

PRICE - For gas delivered to Buyer by Seller hereunder, the price

per Mcf shall be as follows:
A.

For the wells listed in Exhibit "C" - For gas delivered from the

wells listed in Exhibit MC,f hereto attached and made a part hereof the price
shall be 18,0383c per Mcf from initial delivery hereunder through December 31,
1974.

Said price shall escalate .9750c on January 1, 1975, and on January 1st
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ot each year thcrcaltv_ through January 1, 1981. E££
and thereafter, thq

;ivc January 1, 19B2t

. *

.ice shall be determined in accordance with Subparagraph |*# «*

"C11 of Paragraph 5.1 of this Article V.

^

B* For the veils listed in exhibit "D" • For gas delivered from the
veils listed in Exhibit tfD" hereto attached and made a part hereof the price
•hall be 31.9326c per Mcf fron initial delivery hereunder through December 31,
"1974. Said price shall escalate •9750c on.January 1, 1975, and on January 1st
of each year thereafter through January 1,*1981. Effective January 1, 1982,
and thereafter, the price shall be deternined in accordance vith Subparagraph
"C" of Paragraph 5.1 of this Article V.
C% For gas delivered fron all other veils; including ?,as delivered fron
the veils listed on Exhibits ''C" and "D" followlrg the rcconnlction or sti-ulation thereof (1) For gas delivered from the veils covered by this Section (C),
the price to be paid hereunder shall be the national price provided by the
Federal Power Commission in its Opinion and Order Ho* 699-H issued December 4,
1974, in Docket No* R-389-B (Order No* 699-H) as said Opinion*and Order may
be nov or hereafter supplemented or amended, together vith escalation of said
price in such amounts and on such dates as may be provided therein*
(2) In the event the national price established in Order No* 699-H
Is superseded or cancelled, the price hereunder at any time and from time to
time shall be the price last determined under the provisions of said Paragraph
(1) plus 1.0c per Mcf effective on January 1 next following the effective date
of said last determination and plus l*0c per Mcf effective on each January 1
thereafter during the life of this Agreement. It is specifically agreed by the
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l/%H

parties hereto tha* *he provisions of this Paragrapu (2) shall not be construed
to supersede or restrict the operation of Paragraphs (3) and (7) of this Subparagraph (C) of this Article V.
(/V(3) If at any time, or from time to time during the term hereof, the
applicable effective area or national celling price including, as appropriatef
any such price which is made applicable to small producers, ordered by the
Federal Power Commission for the sale of gas of comparable quality and under
comparable conditions as that delivered hereunder in interstate commerce for .
the area from which gas is delivered hereunder, becomes greater than the
applicable price determined by the provisions of (1) and (2) above, then
effective with the date ordered by the Federal Power Commission, such price
6hall be the price to be paid for gas delivered hereunder; provided that in
the event the collection of such price is made subject to refund and the refund
.-w*
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shall refund to Buyer a like portion of the higher price collected by operation
of this Subparagraph (3) together with such interest thereon as may be. ordered
by the Federal Power Commission.

a

)

It Is understood and agreed that the prices provided for in

Paragraphs (l-}-~end~~(3) above shall include all adjustments permitted or required
by the Federal Power Commission, notwithstanding any provisions to the contrary
contained elsewhere in this Agreement, and that in the event the prices as set
forth by the Federal Power Commission are expressed on a basis of measurement
different than the basis of measurement provided in this Agreement then such
prices shall be adjusted to the basis of measurement provided in this Agreement.
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(5)

If at

\y tine and from time to time a .ing the term of this

Agreement Seller's costs9 including a reasonable rate of return on its investment, incident to the development* production and sale of the gas covered
hereby, are greater than the revenue produced by the then effective pricing
provisions contained in this Agreement, then Seller may apply to the Federal
Power Commission or to any successor governmental agency having jurisdiction
for an increase in price consistent with such costs*

In the event increased

pricing is approved by said Federal Power Commission or successor agency as
a result of any such application, then, commencing with the effective date of
such approval9 said increased price or prices shall become the price or prices
payable for gas purchased hereunder; provided, however, if the Federal Power
Commission or successor agency shall at any time specifically exclude any
portion of such increased price or prices as a part of Buyer*s costs recoverable in its rates for gas sold to its customers, then the price or prices-v
payable for gas purchased under this Agreement shall be reduced to the extent
necessary to compensate for such exclusion.

Nothing contained in this Sub-

paragraph (5) shall operate to reduce the price or prices otherwise payable
hereunder•
(6)

In the event that prior to initial delivery hereunder the

applicable gas price provided for herein is lower than the price contained in
any other Agreement, or proposed Agreement, under which Buyer purchases, or
offers to purchase, gas which is or would be produced from acreage located
within 50 miles of the Exhibit "B" acreage covered hereby, the price herein
shall then automatically escalate to such higher price.
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(7)

In tli

ivcnt the regulation of the price nt which natural gas

la sold under this Agreement ceases, then Seller shall have the right to request
a.redetermination of the prices at which gas is to be sold hereunder.

Any such

request shall be made to Buyer In writing and shall in the first instance be
made during the 6-month period immediately following the effective date of such
deregulation and subsequently during the 6-month period immediately preceding
the 2nd anniversary of the effective date of such deregulation and thereafter
in 2-year intervals.

If Seller shall make any such request9 representatives

of Buyer and Seller shall promptly meet and attempt to determine the fair
value of the gas deliverable hereunder for the then remaining term of this
Agreement commencing in the first instance on the date such request is made
and subsequently on each successive renegotiation date, but in no event shall
the value so determined or to be determined pursuant to the further provisions
of this S,jt*,??r^'*T*?^h ^7^ Teet*!*r in • **v*?.m i^t**)* **• t«»c»^ **t^in, *!hc **ricc otherwise applicable hereunder.

In making such determinations.Consideration shall

be given to the two highest priced that have been paidj for gas within 50 miles
of the Natural Buttes Unit Area, Uintah County, Utah, but such determination
shall also include an analysis ot% all factors affecting such value.

In the

event representatives of Buyer and Seller are unable to agree upon such fair
value within a period of 120 days of such written request, then the matter
shall be determined by arbitration in the following manner:

Buyer shall appoint

1 arbitrator and Seller shall appoint 1 arbitrator, and the 2 arbitrators so
appointed shall select a 3rd arbitrator.

If either Buyer or Seller shall fail

to appoint an arbitrator within 10 days after a request for such appointment
is made by the other party in writing, or if the 2 arbitrators so appointed
shall fail within 10 days after the appointment of the 2nd of them to agree on
a 3rd arbitrator, the arbitrator or arbitrators necessary to complete a board
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of 3 arbitrators r* ll be appointed upon applicatJ

by either party therefor

by the U. S. District Judge, senior in point of service, of the Federal
Judicial District in which the property covered by this Agreement is situated*
After 3 arbitrators are appointed pursuant to the foregoing provisions of this
section, they shall meet, hear the parties with respect to the matter of said
fair value, and arrive at a determination of the price at which gas is to be
sold hereunder for the said then remaining term of this Agreement.

Any

determination agreed to in writing by at least 2 of said arbitrators shall be
final and binding on the parties hereto. All arbitrators appointed pursuant
to this section shall be individuals experienced in the oil and gas industry
and competent to pass on the matter of said fair value.

The fees and expenses

of the arbitrators shall be borne equally by the parties hereto.
(8) The prices provided for herein are based upon a gross heating
value of 1,CCC SritiotT thermal unit* per cubic foot.

If the average KTOSS

heating value of gas supplied from any well committed hereunder during any
month shall be less than as stated above, then the price payable for gas
delivered from said well during such month shall be proportionately reduced;
and if the average gross heating value of gas supplied therefrom during any
month shall be more than as stated above, then the price payable for gas
delivered therefrom during such month shall be proportionately increased.

To

obtain such reduced or increased price, the prices stated herein shall be
multiplied by a fraction, the denominator of which shall be the heating value
as stated above and the numberator of which shall be the average gross heating
value of gas delivered therefrom during the billing month.
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D.

It is the i .cnt of this Agreement that dut fl the period from

i

initial delivery hereunder through December 31, 1981, Seller shall receive
the same total amount of revenue from the sale of the first 80,000 Mcf per

I

month that Buyer receives from Mountain Fuel Supply Company (Mountain Fuel).

]

Buyer shall maintain an account of the net cumulative difference between the

I

amount paid to Seller and the amount received from Mountain Fuel.

1

If on

January 1, 1982, Buyer has paid to Seller an amount that exceeds the amount

1

received from Mountain Fuel, Seller shall refund the excess amount to Buyer,

J

If Buyer has received an amount that exceeds that paid to Seller, then Buyer

I

shall pay the excess amount to Seller.
ARTICLE VI - TERM
6.1

This Agreement shall become effective on the date hereof and shall I

remain in full force for a term of 20 years and so long thereafter as gas

•

is capable of being produced in commercial quantities from the gas leases
and gas rights committed to the performance of this Agreement*
ARTICLE VII - REGULATIONS
7.1

RULES AND REGULATIONS - This Agreement and the respective obligations

of the parties hereunder are subject to present and future valid lavs and
valid orders, rules, and regulations of duly constituted authorities having
jurisdiction or control over the parties, their facilities or gas supply, or
this Agreement or any provision thereof; but on the cessation of any such
jurisdiction or control, all rights and obligations as set forth in this
Agreement shall again pertain.
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7.2

ATrUCATlONS - Buyer and Seller shall each proceed with diligence

to file with regulatory authorities any applications required and each
agrees to furnish the other a copy of any such filings and any orders
issued with respect thereto.

Buyer and Seller shall prosecute such

respective applications with diligence to final disposition.
7.3

CERTIFICATES AND FACILITY CONSTRUCTION - Buyer's and Seller's

obligations under this Agreement are conditioned upon both Buyer and Seller
obtaining from such regulatory authorities such authorizations as may be
necessary, in form and substance satisfactory to the party applying therefoi.
Neither party shall be required to accept any authorization which, in the
opinion of the party applying for saraef contravenes, nullifies, or is contrary to any provision of this Agreement or is otherwise not acceptable*
Upon acceptance of all such authorizations by Buyer and Seller hereunder
and by others necessary to carry out the transactions of which this Agreement
is a part, Buyer and Seller will proceed with diligence in the construction
of any facilities needed to accomplish delivery of gas from the wells
covered hereby; provided, however, in no event shall Buyer or Seller have
an obligation to commence construction of such delivery facilities during
the winter period from November 15 to April 1.
7.4

GOVERNMENTAL LEASES - It is hereby agreed that this Agreement

shall be subject to the condition that nothing herein shall be construed as
affecting adversely any of the relations between the United States and its
lessee or the State of Utah and its lessee;, particularly in matters of
gas waste9 taking royalty in kind, and the method of computing royalties
due as based on a minimum price and in accordance with the terms and
provisions of the oil and gas leases and operating regulations applicable
to the lands covered hereby.

I

ARTICLE VI11 - COfDtlNGLED GAS
8.1

In the event the gas purchased hereunder Is commingled with gas

sold by others prior to delivery hereunder, then Seller agrees to provide
or cause to be provided to Buyer on or before the 5th day cf each month, a
statement of ownership of the gas so commingled and delivered during the
previous month.

Payment for gas purchased hereunder shall be made pursuant

to such statement.

If Seller does not provide Buyer with such statement on

or before the Sth day of any month, then the requirement that Buyer pay
Seller on or before the 20th day of each month for all gas purchased and
delivered hereunder during the preceding month, as stated in Paragraph 4.2
of Exhibit "A," shall be waived, and Buyer shall not be obligated to pay
for such gas until the 20th day of the month following the month in which
such statement is received.
ARTICLE IX - MODIFICATIONS AND AMENDMENTS
9*1

Any changes in the provisions of this Agreement made subsequent to

its execution shall be made by formal amendments executed in the same manner
as this Agreement.
ARTICLE X - TERMINATION OF PRIOR AGREEMENTS
10.1

Upon receipt by Buyer and Seller hereunder and by others of all

acceptable regulatory authorizations necessary to carry out the transactions
of which this Agreement is a part, that certain Gas Purchase Agreement dated
September 27,' 1973, between the parties hereto shall be superseded and
canceled by this Agreement.

IN WITNESS WllEl

F, the parties hereto have ext

ted this ARrccmcnt in

several counterpart originals as of the day and year first above written.
COLORADO INTERSTATE CAS COMPANY
division of
COLORADO INTERSTATE CORPORATION
ATTEST:

^

Assistant Secretary
BUYER

GAS PRODUCING ENTERPRISES, INC.
.»

ATTEST:

Assist ant Secretary
COuD'JN R. MORRIS

I W*

Wt

WW«A/IV\WV

COUNTY OF EL PASO
Be it remembered, that on this «3/,it" day of Q o ^ ~
louut^ ami State
before me, the undersigned, a Notary Public in and Dor t e County
Km i
aforesaid, personally appeared M
f< » \\ . y\
*\)jL*Jt> President of COLORADO INTERSTATE CORPORATION, a Delaware corporation, who is personally known to me to be the ty-LflJL* 1 .CS
of the
corporation that executed the within instrument! fin acknowledged to me
that such corporation executed the same.

I

In testimony whereof, I have hereunto set my hand and affixed my
Notarial Seal the day and year last above written.

Notary Public
My Commission expires:
J

STATE OF

7V^a
$

»«•

Cuurrrr o r
ct
Be it remembered, that on this //) * day of fit
19 " ,
before me, the undersigned, a;No,tary Public in and for the County and Stfcte
aforesaid, came
^> A ^'U\
, 7'i'n
President

corporation, who is personally known to mc to be
such officerf and who is personally known to me to be the person who
executed as such officer the within instrument of writing on behalf of nuch
corporation, and such person duly acknowledged the execution of the H/IM** to
be his free and voluntary act and deed, and as the free and voluntary net
and deed of such corporation, for the uses and purposes therein set forth.
In testimony whereof, I have hereunto set my hand and affixed my
Notarial Seal the day and year last above written.
%

O
Notary Public
My commission
expires:
*
• • •
• ••
!:*• •.!•/ P:;X«: in .it:! Ir»r Ik'nr. Cotinty, T c x M
lj»Tf r . w . - i r ; v - . liT'M.l?,?.*.

Is*'

yl*z~S

EXHIBIT "A"

General Conditions
Gas Purchase Agreement

ARTICLE I - DEFINITIONS
Except where the context expressly states another meaningt the
following terms when used in this Agreement shall have the following
meanings:
1.1

DAY - The term "day" shall mean a period of 24 consecutive hours

beginning and ending at eight o'clock a.m. standard time at the point of
purchase.
1.2

MONTH - The term "month" shall mean the period beginning at eight

o'clock a.m. on the first day of the calendar month and ending at p.ight
o'clock a.m. on the first day of the next succeeding calendar month.
1.3

YEAR - The term "year" shall mean a period of 12 consecutive

months beginning with January 1.
1.4

BRITISH THERMAL UNIT - The term "British thermal unit" shall mean

the c^cur.t of htat lequireti to taisc the temperature or one pound ot v:ater
one degree Fahrenheit at 60 degrees Fahrenheit.
1.5

GROSS HEATING VALUE - Hie term "gross heating value," when

applied to a cubic foot of gas, shall mean the number of British thermal
units produced by the combustion, at a constant pressure, of the amount of
gas which would occupy a volume of one cubic foot at a temperature of 60
degrees Fahrenheit if saturated with water vapor and under a pressure
equivalent to that of 30 inches of mercury at 32 degrees Fahrenheit and
under standard gravitational force (980.665 c m . per sec.) with air of the
came temperature and pressure as the gas, when the products of combustion
arc cooled to the initial temperature of gas and air and vhen the rater
formed by combustion is condensed to the liquid state.

ARTICLE II - HCASUk^OT
2.1

UNIT OF HEASURUIOT - The unit of measurement for ens delivered

hereunder shall be 1,000 cubic feet (Mcf) of gas at a banc temperature of
60 degrees Fahrenheit and at a base pressure of 14.65 pounds per square
Inch absolute. Unless otherwise stated, all quantities given herein arc
in terms of such unit.

If at any time during the life of the Agreement,

the pressure base at which the gas delivered and purchased thereunder is
changed or modified from the 14.65 pounds per square inch absolute pressure
a9 herein provided, by any regulatory agency of the State or Federal
Government having jurisdiction in the premises, the prices specified in the
Agreement on which settlement is to be made shall be adjusted to conform to
such new pressure base by use of a factor, the numerator of which is the
new pressure base (expressed in pounds per square inch absolute) and the
denominator of which is 14.65.
2.2

ORIFICE METER COMPUTATIONS - If orifice meters are used, the

volumes of gas measured under,, the Agreement shall be computed in accordance
with the specifications published April 1955, as Gas Measurement Committee
Report Number 3 of the American Gas Association.

Factors required in the

computations to be made in accordance with said Report Number 3 shall be
determined from the following information:
(a) The temperature of the gas flowing through the meter is
assumed to be 60 degrees Fahrenheit; provided, however, if it is indicated
that a significant volume change would result from the use of recording
thermometers, then and in that event Buyer shall install recording thermometers to properly record the temperature of the flowing gas.

In the event

recording thermometers arc installed, the arithmetical average of the
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temperatures so recorded during the time c a S

was

^ovLnf; shall be used in

computing measurements.
(b) The specific gravity of the gas shall be determined every
6 months by joint tests, or as much oftener as %s found necessary in practice.

The regular test shall determine the specific gravity to be used in

computations in the measurement of gas deliveries until the next regular
test, or until changed by special test.
(c) The Reynolds Humbert Manometer Factor, and Expansion Factor
arc assumed to be one (1) irrespective of the actual values of these factors.
(d) Deviation from Boyle's Lav shall be verified at least once
each yearf or oftener if found necessary in practice.

Tests shall be made

in a manner and with apparatus approved by the United States Bureau of
Mines or by such other apparatus as is satisfactory to Buver and Seller.
2.3

COMPUTATIONS FOR METERS OTHER THAN ORIFICE METERS - If meters

other than orifice meters are used, the physical characteristics of the gns
which affect the computation of the readings and registrations of such
metering equipment shall be given due consideration.
2.4

EQUIPHEKT - Buyer will install, maintain, and operate at its own

expense, at or near the point of delivery, a meter or meters of ample size
and proper type for the accurate measurement of the gas received by it
hereunder.

All meters shall be equipped with recording devices. If

orifice meters arc installed, they shall be installed and operated in
accordance with the specifications prescribed in Gas Measurement Committee
Report Number 3, dated April 1955, including the Appendix thereto, of the
American Gas Association.

Buyer will cause said meters to be read at regu-

lar periods which arc consistent with accurate measurement.
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Seller agrees

that any compression facilities installed by Seller V .all be installed so
as to prevent interference with accurate measurement.

Seller shall have,

access to the measuring equipment at all reasonable times, but the reading,
calibrating and adjusting thereof, and the changing of charts shall be done
only by the employees or agents of Buyer.
2.5 -TESTS-AND CORRECTION OF ERRORS - At least once each three months
for orifice meters and semiannually for positive displacement meters,
Buyer shall calibrate its measuring equipment and, if installed, temperature recorders in the presence of representatives of Seller, if Seller
chooses to be represented, and the parties shall jointly observe any
adjustments which are made in the measuring equipment should such adjustments be necessary.

If cither party at any time desires a special test of

any measuring equipment, it will promptly notify the other party, and the
parties will then cooperate to secure an immediate caiibi«livu lcr>L diw? a
joint observation of any adjustments, and the measuring equipment shall
then be adjusted to accuracy.Buyer shall give to Seller notice of the time of all regular tests of
measuring equipment and other tests called for herein sufficiently in
advance of the holding of tests so that Seller may conveniently have its
representative present.

If, upon any test, any measuring equipment is

found to be inaccurate by 2 percent or more, registrations thereof shall be
corrected at the rate of such inaccuracy for any period which is definitely
known and agreed upon, but in case the period is not definitely knotm and
agreed upon, then for a period extending back one-half of the time elapsed
since the last date of calibration.

Following any test, measuring equip-

ment found inaccurate shall immediately be restored as closely as possible
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to a condition of accuracy.

If for any reason measuring equipment is out

of service and/or out of repair so that the amount of gas delivered cannot
be ascertained or computed from the reading thereof, the gas delivered during the period such measuring equipment is out of service and/or out of
repair shall be estimated and agreed upon by the parties hereto upon the
basis of the best data available, using the first of the following methods
which is feasible:
(a) By correcting the error, if the percentage of error is ascertainable by calibrationt test, or mathematical calculation*
(b) By using the registration of any check measuring equipment.
if installed and accurately registering.
(c) By estimating the quantity of delivery by deliveries during
preceding periods under similar conditions when the measuring equipment
was registering accurately.
2.6

CHECK METERS - Seller may, at its option and expense, install and

operate check meters to check Buyer's measuring equipment, but measurements
of gas for the purpose of the Agreement shall be by Buyer1 s measuring equipment only, except in cases herein specifically provided to the contrary.
Check meters shall be subject at all reasonable times to inspection or
examination by Buyer, but the reading, calibration and adjustment thereof,
and changing of charts shall be done only by Seller.
ARTICLE III -: OWNERSHIP, CONTROL, A8D POSSESSION
3.1

As between the parties hereto, Seller shall be in control and

possession of the gas deliverable hereunder and responsible for any damage
or injury caused thereby until the same shall have been delivered to Buyer
at the point or points of delivery as specified in the Agreement, after
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which delivery title to said pas shall vest in Buyer and Buyer shall be
deemed to be in exclusive control and possession thereof and responsible
for any injury or damage caused thereby.
ARTICLE IV - BILLING AND PAYMENT
4.1

BILLING - On or before the 10th day of each month, Buyer shall

render to Seller a statement of the quantities of gas delivered to Buyer
during the preceding month and the amount due from Buyer to Seller, less
all applicable taxes paid by Buyer for Seller*s account, according to the
measurement terms, conditions, and prices herein provided,
4.2

PAYMENT - Buyer agrees to pay to Seller on or before the 20th day

of each month for all gas purchased and delivered hereunder during the
preceding month, as shown on the above-mentioned statement*
4.3

CHARTS AND RECORDS - Buyer, upon request, shall furnish to Seller

at the earliest practicable time all charts upon which Buyer has based the
statement of gas purchased, referred to herein.
Buyer all charts after a 30-day period.

Seller shall return to

Seller shall have access to

Buyer's records and books at all reasonable hours so far as they affect
measurement and settlement for the gas sold hereunder.
4.4

ROYALTIES - Seller agrees to make payment for all royalties and

payments out of production due on the gas delivered hereunder.
4.5

ERRORS - In the event an error is discovered in the amount shown

to be due in any statement rendered by Buyer, such error shall be adjusted
within 30 days of determination thereof, provided that claim therefor shall
have been made within 12 months from the date of such statement.
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ARTICLE V - TAXES
5.1

All production (including ad valorem type production taxes),

gathering, delivery, sales, severance, or other excise taxes or assessments
upon said gas as produced and delivered hereunder, now in existence or
authorized for collection by the State or other governmental agency or duly
constituted authority, either directly or indirectly from Seller, shall be
paid solely and entirely by Seller*

.0°
5.2

If any of the taxes or assessments above described are increased

hereafter, or if any new excise tax or assessment of the same nature is
imposed cither directly or indirectly against the Seller, then the Buyer
shall reimburse Seller during the effective period thereof to the extent of
100 percent of the increase in such taxes or assessments actually paid by
or chargeable to Seller for or on account of the gas delivered under the /
Agreement*
5.3

Taxes or assessments applicable to any royalty, overriding

royalty, production payment, or similar interest shall be considered to be
covered by the provisions hereof to the extent reimbursement made by Buyer
to Seller with respect thereto is passed on by Seller to the owner of such
royalty, overriding royalty, production payment, or similar interest.
ARTICLE VI - TITLE
6.1

Seller shall, within 30 days after Buyer's request, exhibit to

Buyer such evidence of its title to its gas rights as shall, in the opinion
of Counsel for Buyer, show that it is the lawful owner thereof and of the
rights herein described and is in a position to commit such rights to the
use of the Agreement*

Buyerfs Counsel shall have 60 days after the delivery

to it of such evidence of title in which to examine same, and should, in
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the opinion of Buyer s Counsel, Seller fail to exhibit such title, Seller
shall have 90 days in which to remedy any specific defects, after having
received the notice thereof.

If such defects arc not so remedied in the

time herein given, Buyer at its option nay, by notice given to Seller,
avoid all obligations in respect to said acreage, th* title of which is in
question, for wells drilled thereon until such time as Seller stiall have
remedied the specific defects, after which-Buyer's obligations shall resume,,
6*2

Seller agrees and it hereby does warrant for itself, its successors

and assigns, that it will at the time of delivery have good title to all gas
delivered by it to Buyer hereunder, free and clear of all liens, encumbrances,
and claims whatsoever; that it will at such time of delivery have good right
and title to sell said gas; and that.it will indemnify Buyer and save it
harmless from all suits, actions, debts, accounts, damages, costs, losses,
and a::pcr.ae aricing frcn or out cf adverse claims cf any cr 2II p^rror1? *•?
said gas or to royalties, taxes, license fees, or charges thereon, which
are applicable before the title to the gas passes to Buyer.

In the event

any adverse claim of any character whatsoever is asserted in respect to any
of said gas, Buyer may retain the purchase price thereof up to the amount
of such claim without interest until such claim has been fully determined,
as security for the performance of Sellerfs obligations with respect to such
claim under this Article, or until Seller shall have furnished bond to
Buyer, in an amount and with sureties satisfactory to Buyer, conditioned for
the protection of Buyer with respect to such claim.

In addition, if Buyer

is made the party to any suit, claim, or demand in respect to the title to
the gas delivered by Seller hereunder, Buyer, at its option, may require
Seller to defend the same in its stead or to reimburse Buyer for all costs,
fees, and other expenses incident to said defense.
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ARTICLE VII - 1NDEM. ACATION
7.1

Neither Seller nor Buyer shall be held responsible or liable for

damage for the acts or conduct of the other*
ARTICLE VIII - FORCE MAJEURE
8.1

In the event of either party9s being rendered wholly or in part by

force majeure unable to carry out its obligation under the Agreement other
than to make payments of amounts due hereunder, it is agreed that on such
party1s giving notice and full particulars of such force majeure in writing
or by telegraph to the other party as soon as possible after tho. occurrence
of the causes relied on, then the obligations of the parties hereto, so far
as they are affected by such force majeure, shall be suspended during the
continuance of any inability so caused, but for no longer period, and such
cause shall, so far as possible, be remedied with all reasonable dispatch.
8*2

The tern:nfcrc* r?.**vr9ft ?* *fwn1«vA#1 hi»rMn shall mean acts of

God, strikes, lockouts or other industrial disturbances, acts of the public
enemy, wars, blockades, insurrections, riots, epidemics, landslides, lightning, earthquakes, fires, storms, floods, washouts, arrest and restraint of
rulers and peoples, civil disturbances, explosions, breakage or accident to
machinery or lines of pipe, freezing of wells or lines of pipe, shutdowns
for necessary maintenance, alterations or repairs, sudden partial or sudden
entire failure of wells, failure to obtain materials and supplies due to
governmental regulations, and causes of like or similar kind, whether herein
enumerated or not, and not within the control of the party claiming suspension, and which by the exercise of due diligence such party* is unable to
overcome; provided that the exercise of due diligence shall not require
settlement of labor disputes against the better judgment of the party having
the dispute,
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ARTICLK IX - DEFAULT
9.1

No waiver by cither party of any one or more defaults by the

other in the performance of any provisions of this entire Agreement shall
operate or be construed as a waiver of any future default or defaults,
whether of a like or of a different character.#
ARTICLE X - ASSIGNMENT
10.1

The Agreement may be assigned by either of the parties herein to

any person, firm, or corporation acquiring all of the assets of the assigning party; an affiliate, 50 percent or more of the stock of which is owned
by the said party or the assignee; or a trustee or trustees, individual or
corporate, as security for bonds or other obligations or securities. It
may not otherwise be assigned without the consent of the other party,
10.2

All of the rights and duties herein contained shall inure to and

be bindinc uoon the successors and assigns ot buyer and Seller, provided
that no conveyance or transfer of any interest of cither party shall be
binding upon the other party until such other party has been furnished with
written notice and a true copy of such conveyance or transfer.
ARTICLE XI - CONFLICTS
11.1

Should any conflict exist or appear to exist between these General

Conditions and the Agreement, the Agreement shall govern.
ARTICLE XII - NOTICES
12.1

Unless herein provided to the contrary, any notice called for in

the Agreement or these General Conditions shall be in writing and shall be
considered as having been given if delivered personally or by mail, postage
prepaid, to either Buyer or Seller at the place designated.

Routine com-

munications, including monthly statements and payments, shall be considered
as duly delivered when mailed by ordinary mail.
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KX1UD1T "B"
Lcp.al Description oC Lands in the
Katutnl Kudos Unit. Uintnh County, Utah

T-9-S, R-20-E

S.L.M.

All Sections 12, 13, 14. 15. 20. 21, 22, 23, 24, 25, 26,
27, 28, 29, 32, 33, 34, 35, and 36
T-9-S, R-21-E

S.L.M.

Section 1 - S/4
Section 2 - S/2
Section 3 - S/2
Section 4 - S/4
All Sections 7 through 36, both inclusive.
T-9-S. R-22-E
Section
Section
Section
Section
Section

S.L.H.
7 - SN/4 and S/2 NW/4
J 7 - W/2 SW/4
18 - S/2, SW/4, and W/2 NE/4
19 - All
20 - S/2 zv.i V/2 ??•?/•:

All Sections 29 through 36, both inclusive.
T-10-S, R-20-E

S.L.H.

All Sections 1, 12, 13, 24; 25, 26, 35, and 36
T-10-S, R-21-E •S.L.M.
All Sections 1 through 36, both inclusive.
T-10-S, R-22-E

S.L.M.

All Sections 1 through 35. both inclusive.

EXHIBIT "B-r

ATTACHED TO AND MADE A PART OF THE GAS PURCHASE AND EXCHANGE AGREEMENT
BETWEEN
COLORADO INTERSTATE CAS COMPANY
division of
COLORADO INTERSTATE CORPORATION, as Buyer
AND
GAS PRODUCING ENTERPRISES, INC., as Seller

. DATED;

June 20. 1974

NATURAL BUTTES UNIT AREA - UINTAH COUNTY, UTAH
AREA BOUNDARY

w e n s co''-»r*tl by Pricinr, r»ovlsion ArticJ V, 5.1-A
Nat. nl Buttcs Area, Uintah County, »nh

Locn t ion

Well,
Utc Trail f52 x 22 3

NW/4 - NE/4: Section 22
T 9 S - R 20 E

Ute Trail 15 (KBUI7)

NE/4*- NE/4: Section 23
T 9 S - R 20 E

Ute Trail 113

SE/4 - NW/4: Section 15
T 9 S - R 21 E

Ute Trail £10

ME/4 - SW/4: Section 34
T 9 S - R 21 E

Ute Trail fll

NE/4 - SW/4: Section 25
T 9 S - R 21 E

Utc Trail (88 x 2 G

SE/4 - SE/4: Section 2
T 10 S - R 21 E

Utc Trail ?83 x 9 U

SE/4 - NE/4: ^cction 9
T 10 ? - P. ?.? P.

Utc Trail Si Vasatch

NE/4 - NE/4: Section 8
T 10 S - R 22 K
(Sane)

•

fl Mesa Verde

Ute Trail $15

SW/4 - RE/4: Section 1
T 10 S - R 22 R

Bitter Creek #1

SE/4 - NW/4: Section 34
T 10 S - R 22 E

fl

SE/4 - NE/4: Section 16
T 10 S - R 21 E

Uintah Unit 24

SW/4 - NE/4: Section 23
T 10 S - R 21 E

Uintah Unit

Wells cover I by Priclnj* Provision Article*
5.1-11
Nntur.ti Uultcs Area, Uintah County, Ut.ih
Velio

Location

Natural Buttes Unit #8

NE/A - KE/A: Section 33
T 9 S - R 22 E

Natural Buttes Unit #9

SE/A : Section 19
T 9 S - R 22 E

Natural Buttes Unit 910

NW/A - SE/A: Section 13
T 9 S - R 21 E

Natural Buttes Unit 911

SE/A : Section 1A
T 9 S - R 21 E

Natural Buttes Unit 012

SE/A : Section 18
T 9 S - R 22 E

Natural Buttes Unit 913

SE/A : Section 30
T 9 S - R 22 E

Ute Trail 93

NE/A : Section 16
T 10 S - R 22 E

Ute Trail 97

K£/«i : Section q
T 10 S - R 22 E

Ute Trail 912

SW/A : Section 29
T 9 S - R 21 E

Well

Lornlion

Natur.nl Cuttcs Unit 91

NE/A - HI'/'.: Section 5
T 10S - It 22 K '

Katural Buttcs Unit ?3

HE/A : Section 17
1 10S - R 21 E

Natural Cuttcs Unit H

SE/A - SE/A: Section 23
T 9 S - R 21 E

Katural Cuttcs Unit *5

SE/A - SK/A: Section 28
T 9 S - R 20 E

Natural Cuttcs Unit J6

SE/A ••
: Section 2A
T 9 S - R 21 E

AMENDMENT

THIS AMENDMENT is made the

lat day of

Ma£

, 19 79.

between COLORADO INTERSTATE GAS COMPANY, as Buyer, and BELCO DEVELOPMENT
CORPORATION, as Seller.
WHEREAS, on June 20, 1974, Colorado Interstate Gas Company division of
Colorado Interstate Corporation, now Colorado Interstate Gas Company, and
Gas Producing Enterprises, Inc., entered into a Gas Purchase Agreement; and
WHEREAS, Seller subsequently acquired an interest in the lands and
leases and on March 18, 1977, entered into an.Amendment with Buyer to the
June 20, 1974, Agreement; and
WHEREAS, the parties desire to amend that March 18, 1977, Amendment;
THEREFORE, the parties agree as follows:
Paragraph F of the March 18, 1977, Amendment to the June 20, 1974, Gas
Purchase Agreement shall be deleted in its entirety.
Except as herein amended, the March 18, 1977, Amendment to the June 20,
1974, Gas Purchase Agreement shall remain in full force and effect.

IN WITTCSS WHEREOF, the parties have executed this Amandrent
as of the day and year first above written.
COLORADO IMIERSTAIE GAS COPANY
ATTCST:

*/£*

fiy_

Cly<Je E T Milligan
Vioe President

• *
BUYER

BELCX) Dl

CORPORATION

ATTEST:

Treasurer
SELLER

Cobro^o interstate Gas Company
P.& iOX 1017 . COLO. S t t & . CO 10944 • (303) 473*2300

RON GARDNER
Vic* Rnsktont

February 7, 1984

Belco Development Corporation
One Dag Hammarskjold Plaza
New York, NY 10017
Attention:

Robert M. Chiste
Executive Assistant to the President

Re:

CIG Gas Purchase Agreement No. 579

Gentlemen:
On June 20, 1974, Colorado Interstate Gas Company
f,
( CIGM), as Buyer, and Gas Producing Enterprises Inc., now
Coastal Oil & Gas Corporation, entered into a Gas Purchase
Agreement, as amended, for the purchase and sale of natural
gas produced from certain lands and leases ("Agreement").
Belco Development Corporation ("Belco,?), as Seller, subsequently acquired an interest in certain of those lands and
leases, as more fully described in Amendments to the Agreement
dated March 18, 1977, January 9, 1978, and November 27,
1978. Because of the state of its gas markets, CIG desires
to amend the Agreement with Belco to reduce the price and
Contract Quantity of gas sold under*the Agreement. Belco
desires that CIG connect and purchase gas, from the five
wells, listed in Appendix "1" hereto ("New Wells'1), that CIG
has determined, tinder the Agreement, cannot economically be
connected to Buyer1s facilities and sold in Buyer's markets.
To achieve the above-described objectives, CIG and Belco
agree to amend the Agreement, as follows:
1.
Contract Quantity - Notwithstanding the provisions
of ARTICLE IV - QUANTITY of the Agreement, the total Contract
Quantity for all wells during the period, January 1, 1984,
through December 31, 1984 ("Contract Year 1984"), shall be
1,900 MMcf at 14.65 p.s.i.a., distributed across the pricing
categories of the Natural Gas Policy Act of 1978 ("NGPA"),
as follows:

February 7, ,'">84
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Cobrdch Interstate Gas Company
NGPA Price
Category
Section 102

Annual Volume
(MMcf at 14.65 p.s.l.a.)
.

190

Section 103

755

Section 107 ^^
Existing Wells (as of 1 - 1 - 8 4 ) ^ .
New Wells (i.e., gas produced"xr6m
the 5 wells listed in Exhibit "1"

.-e^595 (t*7.r-tfJ*W
'
w aet/ot-

hereto)
Section 108
Section
109
Total

340
\

15
5
1.900

Belco has dedicated its interest in certain cashinghead
wells in the Natural Duck Field, Unitah County, Utah, to CIG
under the Agreement. The casinghead gas produced from these
wells in the Natural Duck Field may be released from the
A^w*.
CXG-Belco Agreement* during Contract Year 1984.** If these
/Jut^u.'
wells are released during Contract Year 1984, CIG will, upon
such release, not be obligated to purchase additional Section
109 gas from Belco during Contract Year 1984. In lieu of
purchasing additional Section .109 gas, CIG will purchase
from Belco a volume of Section 1*03 gas in addition to the
755 MMcf provided for above. The additional volume of
Section 103 gas that CIG ahall be obligated to purchase
during Contract Year 1984 ahall be a volume equal to the
remainder of 5 MMcf minus the volume of Section 109 gas that
CIG previously purchased from Belco during Contract Year
1984. If such remainder is a negative number, CIG will not
be obligated to purchase during Contract Year 1984 any
greater volume of Section 103 gas than the 755 MMcf provided?
for above. Except for the reduction of CIG's obligation to
purchase Section 109 gas, as provided for above, the release
of casinghead gas from the Natural Duck Field will not
reduce CIG's obligation to purchase the volumes specified
above.

*by mutual consent of the parties
**In such event, the Total 1984 take requirement will remain
1,900 MMCF.
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Cobrach //iterstote Gas Company
CIG agrees that it will take at least 297.5 MMcf from
••Existing Section 107 WellsM (i.e., NGPA Section 107 wells
connected to CIG under the Agreement as of January 1, 1984,
excluding any of the "New Wells" connected as of that date)
during the period January 1, 1984, through June 30, 1984.
2.
Price - Except for the firsK297^5 MMdf of gas
sold to CIG during Contract Year 1984 fromT3ctSting Section **
107 Wells, Belco waives its right to collect the "Section
107 Price" (the maximum lawful price for gas qualifying for
pricing under NGPA Section 107(c)(5)) under the Agreement
during Contract Year 1984. During Contract Year 1984, gas
sold from the New Wells, and gas, except the first 297.5
MMcf, sold from the Existing Section 107 Wells, will not be
sold to CIG at the Section 107 Price, but instead at the
NGPA price that would otherwise be applicable in the absence
of contractual authorization to collect the Section 107
Price.
3.
Connecting the New Wells - CIG has determined, 7
under the AgreementV that gas from the New Wells (the five
wells listed on Exhibit "1") cannot economically be connected
to its facilities and sold in its markets. Because Belco
has agreed, for Calendar Year 1984, to waive Section 107
pricing for most of the gas sold under the Agreement, including
all gas produced from the New Wells, CIG agrees to connect
the New Wells as soon as practicable and to purchase gas
from them in the aggregate quantities specified above. It
is agreed, however, notwithstanding any ether provision of
the Agreement, that CIG shall be under no obligation to take
any gas from the New Wells after December 31, 1984. Belco
will be under no obligation to reimburse *CIG for the cost of
connecting the five wells to CIG's facilities.
4.
Refund of take-or-pay payments - Belco hereby
waives all take-or-pay claims / i t any, that it has against
CIG for the period prior to January 1, 1984f* Belco received.,
from CIG take-or-pay payments totalling $3,166,034.34 that
CIG believes were paid in error. CIG has recouped $1,757,743.64
of those payments through withholding payment on production,
leaving a balance of $1,408,290.70 held by Belco. If CIG
satisfies its obligation to purchase the Contract Quantity
set forth in Paragraph 1 above, Belco agrees to refund
$1,408,290.70 to CIG in full. If, however, CIG fails to
take the Contract Quantity specified in Paragraph 1 above,
CIG agrees to forfeit all of the $1,408,290.70 to Belco as
a take-or-pay payment, provided that CIG's failure to take
* except as provided herein.
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Co/orado interstate Gas Company

Che Contract Quantity is not attributable to Belco9s inability
or failure to deliver such quantity to CIG, or attributable
to events beyond CIG's control provided, however, that CIG's
market demand shall not constitute such an event.
5.
Amendments to the Agreement - CIG and Belco agree
that during Contract Year 1984, they will engage in good
faith negotiations to modify, effective January 1, 1985,
certain major substantive provisions of the Agreement.
Except as herein amended, the Agreement, as amended,
shall remain in full force and effect.
If you accept the above terms, please so indicate by
signing in the space provided below and returning two copies
for our files.
Very truly yours,
COLORADO INTERSTATE GAS COMPANY

By X I ^f
RONALD B. GARDNER
Vice President

ACCEPTED AND AGREED TO this 6th
day of
March
1984.
BELCO

PMENT CORPORATION

Arthur M. Walter
(Print or type name)

Sr. V.P. Finance

Exhibit #1
Belco's "New Wells"
NBU #211-20
NBU #212-19
NBU #213-36
NBU #216-35
NBU #217-2

THIRD AMENDMENT
TO
GAS PURCHASE AGREEMENT
BETWEEN
COLORADO INTERSTATE GAS COMPANY, as Buyer
AND
BELCO DEVELOPMENT CORPORATION, as Seller

NATURAL BUTTES UNIT AREA
UINTAH COUNTY, UTAH

DATED:

NOVEMBER 27 » 1978

THIRD AMENDMENT
THIS AMENDMENT is made this 2*f tfc day of November, 1978,
by and between COLORADO INTERSTATE GAS COMPANY, herein called
Buyer, and BELCO DEVELOPMENT CORPORATION, herein called Seller.
WHEREAS, on June 20, 1974, Colorado Interstate Gas Company
division of Colorado Interstate Corporation, now Colorado Interstate Gas Company, and Gas Producing Enterprises, Inc., entered
into a Gas Purchase Agreement (the MAgreement"), as amended,
for Lhe purchase and sale of gas produced from the lands and
leases described therein; and
WHEREAS, Seller has subsequently acquired an interest in
certain of the gas leases as more fully described in Amendments
to the Agreement dated March 18, 1977 and January 9, 1978; and
WHEREAS, it is the desire of the parties hereto to enter
into a Third Amendment to the Agreement dated June 20, 1974;
NOW, THEREFORE, in consideration of the premises, the
parties hereto agree as follows:
A.

Seller hereby dedicates to the Agreement, as. amended

on March 18, 1977, all of Seller's interest in certain lands
in Unitah and Summit Counties, Utah and in Garfield and Mesa
Counties,Colorado as described and set forth in Exhibit A attached

- 2 hereto and made a part thereof.

Such lands shall henceforth

be deemed as added to Exhibit "BM of the Agreement as previously
amended by Buyer and Seller.
B.

Seller hereby undertakes todrill an average of two

w^lls per year to an average depth of not less than 6,COO
feet for a period of three years, or a total of six wells on
the lands newly dedicated and described in Paragraph A above.
Said period is to commence with the date hereof and extend
until November 27, 1981.
C.

In consideration of tho foregoing, the parties hereby

agree that Article 5.1(c) of the Agreement as previously
amended on March 18, 1977, shall be deleted in its entirety
and the following inserted in lieu thereof:
"(c)

Should the Federal Energy Regulatory

Commission, any successor governmental authority
having jurisdiction in the premises or legislative
action at any time prescribe, authorize, or permit
to be paid for natural gas sales a rate of general
applicability, including any pertinent producer
allowances, if applicable, -and such rate is applicable
to this sale and is higher than the price hereunder,
then the price hereunder shall be increased to equal
such higher rate effective as of the date such
higher rate is thus prescribed, authorized, or
permitted as to all or any part of the gas sold hereunder."

- 3 Except as herein amended, the Gas Purchase Agreement
dated June 20, 1974, as amended, shall remain in full force
and effect.
IN WITNESS WHEREOF, the parties hereto have executed this
Third Amendment as of the day and year first above written.

ATTEST:

COLORADO INTERSTATE GAS COMPANY

By rJcicCt £~ 'sru^^n^_
ary

ATTEST:

k£s£S£ant

'

\jice President

Q
BUYER

BELCO DEVELOPMENT CORPORATION

Secretary

? - ^

SELLER

Cont.

c t No. 579

AMENDMENT

to
GAS PURCHASE AGREEMENT

between
COLORADO INTERSTATE GAS COMPANY, a t

Buyer

and
BELCO DEVELOPMENT CORPORATION, a s

NATURAL BUTTES UNIT AREA
UINTAH COUNTY, UTAH

DATED: </%y 3U. itfl

Seller

AMENDMENT

THIS AMENDMENT i s made the < # ^ d a y of
COLORADO

INTERSTATE

GAS

COMPANY,

W/U*

MM Buyer,
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and

BELCO

. between
DEVELOPMENT

CORPORATION, %9 S e l l e r *
WHEREAS, on June 2 0 ,

1974, Colorado I n t e r s t a t e

Gas Company and GM§

Producing Enterprises I n c . , now Coastal O i l & Gas Corporation, entered i n t o
a Gas Purchase Agreement,

as amended,

for

the

purchase

and s a l e

of

gas

produced from the lands and l e a s e s described t h e r e i n ; and
WHEREAS, S e l l e r

has

subsequently

acquired

an i n t e r e s t

in certain

of

the gas l e a s e s as more f u l l y described i n Amendments to the Gas Purchase
Agreement dated March 18, 1977, January 9 , 1978, and November 27, 1978; and

WHEREAS, i t

is

the desire of

the parties hereto

to enter into an

agreement to provide for the payment of incentive prices by Buyer to Seller;
NOW, THEREFORE, in consideration of the premises, the parties hereto
agree that said Gas Purchase Agreement dated June 20, 1974, shall be further
amended as follows:
Subparagraph (c) of Paragraph 5«1 of ARTICLE V - PRICE shall be amended
by adding thereto the following:
Such rate paid pursuant to this paragraph ahall include the highest
prices allowed by the Federal Energy Regulatory Commission (FERC) under
Section 107(c)(5)

of

the Natural Gas Policy Act of 1978 (NGPA) for gas

delivered to Buyer by Seller from formations that qualify for such prices.
Such rate shall change to conform to a l l such adjustments and escalations
and any revisions cm the date they become e f f e c t i v e as to the sale of gas
covered hereby.

Except *» herein emended, said Cas Purchase Agreement dated June 20,
1974, as hereinbefore amended, shall remain in full force and effect.
IN VHITNESS WHEREOF, the parties hereto have executed this Amend merit
as of the day and year first above written.
COLORADO INTERSTATE GAS COMPANY
ATTEST:

J^gU^*^ D<41
^Ul<
Assistant Secretary

f

ciyde
E. Milligan^
Lyde E
Vice President
BUYER

BELCO DEVELOPMENT CORPORATION
ATTEST:

Ju^J

- / kcJTM<T ch^l
Ass^sJant Secretary
(Print or type name)

-itcAs-ugce
(Print or type title)
SELLER
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ADDENDUM F
Enron receives $4.00 per unit for sale of its natural gas to its
gas purchasers.
One eighth (1/8), or $0.50, of every unit
represents the State's royalty share of production and $3.50 is
allocated to ENRON. There is a ten percent (10%) ad valorem and
severance tax assessed against this production.
Because the
State's share of production is free from tax, $0.35 (10% or $3.50
of ENRON'S share of production proceeds) is assessed for taxes.
The natural gas purchaser pays ENRON an additional $0.35 as a tax
reimbursement.
Example 1:
ENRON believes it correctly paid royalty based upon the price it
received for the State's 1/8 royalty share of production, being
$0.50 per unit.
$4.00 x 1/8
State.

(royalty share) = $0.50 per unit to the

Example 2:
The State assessed additional royalty based upon the following
computation:
$4.00 x 1/8 = $ .50 per unit plus $ .35 x 1/8 = $0.04375
per unit - Total - $0.54375 per unit payable to the State
as royalty.
Record at 54.

Note 1: Dollar amounts and quantities are assumed for purposes of
illustration.
Note 2:

Please refer to appended chart which is offered for
illustrative purposes.

100 MCF

1/8

7/8

12.5 MCF

87.5 MCF

($4.00 MLP - $50)

($4.00 MLP - $350)

100 MCF
$4.00 MLP

87.5 MCF
x $4.00 = $350

12.5 MCF
x $4.00 = $50.00

$315

r

$350

Additional Royalty
$35 x 1/8 = $4,375
or $54,375 Total
$345,625

10% tax
$35

Reimbursement
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LETTER OPINION — SECTION 110
Office of General Counsel
Husky Oil Company, April 16, 1979

FEDERAL

ENERGY

REGULATORY

COMMISSION

^ * L% 1S78

!). IT. S e c r i s t , Accountant
ucvenue Accountinn
Kushy Oil Co-wany
T. O. Box 330
Cody, Wyoninp.

S2414

Dear Mr. Secrist:
This is in reply to your letter of January 15, 1*70 wherein
you inquired rclctive to the application of section 271.1102 of
the Corrdssion's Intcrir F.e^lations under the Ilatural Cas
Folicy Act of 197T. O'CrA). Specifically, YOU^ ashed vhether
the fomula prescribed in Appendix !) of TVC Opinion !'o. 69°
should be used for calculating tar. reir.bursercnts under tho
!"~T7.# and whether producers nr.v be rcir.hurscd for taxes levied
on that portion of the price which represents a reimbursement
of taxes.
The Corr:ission has not developed ar.v forrrula for i^rmtin*
tor. rei~>urse~ent, since section 11^ of the !TCTA and section
271.1102 of the Connies ion's Intcrir. Ferulations perr.it reinbv.rscr.ent only for those State severance taxes actually borne
by the seller. Accordlnrly, the forrula for irputinr tax
rei^hurscrrcnt found in Apocndix n of TTC Opinion Vo. £0f> should
r.ot be use<* for calculating ?rt?\ tax rei~hursener.ts. Furtherrore. since the !*G?A does not provide for adjustments to the
r.nxi«-ur: lavfui price for tax cxe-pt transactions, the situation
should not arise vhere a producer is taxed on that portion of
the price which represents a reirburserscnt of tares which are
oot assessed.
J hope that the fereroinr is responsive to your questions.
Flease excuse the* delay in respondinp to your letter.
Sincerely.

F.obcrt L. Baun
Deputy General Counsel

©1980 Federal Programs Advisory Service, Washington, D.C.
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January 15, 1979

Mr. Romulo L. Diaz, Jr.
Office of the General Counsel
federal Energy Regulatory Commission
825 North Capitol Street, N. E.
Washington, D. C. 20426
Dear Mr. Diaz:
As suggested hy Mr. David D'Alessandro of your office, 1 have
attached a copy of my letter dated January 3, 1979.
1 helieve that Mr. D'Alessandro has answered my question concerning
the impact that a tax-exempt interest has on the amount of tax reimbursement
that we are entitled to receive. He also indicated that the U.S.G.S.
could be considered a seller under the Act and, therefore, only entitled
to reimbursement of taxes actually "borne" by them.
D of
That
that
That

Mr. D'Alessandro suggested that the formula prescribed in Appendix
Opinion 699 should not be used to calculate tax reimbursements.
raises another question. Can we be reimbursed for taxes levied on
portion of the price which represents a reimbursement of taxes?
seemed to be the underlying intent of the Opinion 699 formula.
Your help with my questions would be appreciated.
Yours truly,
HUSKY OIL COMPANY

D. H. Secrist, Accountant
Revenue Accounting

DHS:jjd/9331
CC:

C. J. Scrivner - Denver
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KCPA Inquiries Office
Room 4016
FERC
825 N. Capitol Street, N.E.
Washington D.C.
20426
Gentlemen:
We are not certain how to apply the provisions of Section 271.1102
of the NCPA to gas sales which are subject to a tax-exempt royalty interest such as the USGS. Except for the provisions applicable to the
Permian"Basin, Section 271.1102 states that, "The price for any first
sale of natural gas shall not be considered to have exceeded the maximum lawful price applicable to that sale... if such first sale price
exceeds the maximum lawful price to the extent necessary to recover
State severance taxes borne by the seller."
Appendix D of Opinion 699 apparently prescribed your formula for
calculating the amount that would be allowed as reimbursement of State
severance tax. That formula was to divide the base national rate by the
reciprocal of the tax rate and then to subtract the base national rate
from the result. Would you please inforir us of what adjustment, if any,
is required when some of the gas sold is for the interest of a tax-exempt
interest.
In connection with this problem, 1 vculi like to point out that,
according to NTL-5 of the USGS regulations, we have to pay the USGS royalty on any amount received for tax reimbursement. Unless we are allowed
to collect the tax reimbursement on total sales, we will effectively be
penalized for drilling wells on federal land.
We also need to know how to calculate the tax reimbursement applied
i<*r oa FEKC Form 121 when a variable tax rate is involved. For instance,
£.. rold in Wyoming is subject to a county *d valorem tax which fluctuates
with each year's mill levy. The mill levy for 1979 will not be final until
abcut September 1979. Therefore, we may not be entirely accurate in our
calculation of the tax that will be due.
Finally, we would like to know whether or not a change in the tax
rate will necessitate additional filings of FERC Form 121 for wells whose
original filings were submitted prior to the change in the tax rate. When
making interim collections pursuant to Part 273 of the Act, will the
maximum price allowed automatically increase or decrease to the extent
necessary to offset a corresponding change in the tax rate?

€> 1980 Federal Programs Advisory Service, Washington, D.C.

4/15/80
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As a small producer, ve are somewhat unfamiliar with some of the
mechanics involved in filing for prices. Therefore, ue would appreciate
your help with the questions noted above.
Yours truly,
HUSKY OIL COMPAKY

D. H. Secrist, Accountant

DHS:skv/096065,8717
cc: 'C. J. Scrivner - Denver
VI0

4/15/80

